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ABSTRACT 

Among the major objectives of this study was the 
determination of the nature and extent of disparities in revenues and 
expenditures among a group of selected states, and among type of 
districts within and across these states,. A common pattern in 
education finance characteristics was found within each type of 
district, particularly among central cities- Suburban 
districts — although they have the widest variations in 
characteristics of any type of school district — generally follow a 
common pattern when they are grouped together- Sharp differences were 
also found from state to state in the share of educational costs 
borne by different income groups, ranging from roughly proportional 
tax burdens to highly regressive- The disparity analysis is an 
attempt to provide an overview of the. existing structure of education 
finance and the causes for inequalities in both dollar expenditures 
and resources- An additional objective of the disparity analysis was 
to provide basic statistical data for examining alternative tax and 
distribute approaches as well as specific allocation formulas. Some 
of these alternatives are: (1) state matching grants based on fiscal 
capacity, (2) equal dollars for equal tax effort, (3) educational 
need grants, and (4) state assumption of costs for specific 
functions- (For related document, see ED 058 473- ) (Author/CK) 
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CHAPTER I 



IMTRODUCTION 

During the twentieth century in America ^ public education has been 
drawn more and more into the problems which the society around it has 
generated, intensified, and accelerated to levels of urgency. Whether the 
problems are labeled political, psychological, social, economic, or other- 
wise, the schools remain the creation of society and are supported in the 
same webs which society has spun for its own support. Thus the .problems 
and expectations of society at large become, in turn, the problems and 
expectations which the schools for society's children must recognize, 
adapt, and cope with in the search for educational solutions. Since many 
of the problems of education have either an economic base or a strong eco- 
nomic bearing, and since school financing is an area most urgently in 
need of a careful analysis combined with a presentation of feasible alter- 
natives, it is to this that the present study has devoted its efforts. 

I. THE PROBLEMS OF SCHOOL FINANCE 

In overview, the current problem of school finance must be seen in the 
light of several subordinate problems. First, the revenues for public ele- 
mentary and secondary education are already inadequate and are becoming 
more so at an alarming rate. Second, there are severe inequalities in per 
pupil expenditure levels and in educational services. And third, intimately 
related to both of the above, the tax burden for the support of public edu- 
cation is unequally shared and has led to growing doubt and resentment 



2 



/ 

/ 



among taxpayers. 

Inadequacy of School Revenues . Of the above problems, the "crisis" 
in school finance has received most of the attention, at least until rela- 
tively recently. Numerous newsp£^>ar articles have reported recently on 
the cut-backs in educational services, the reduction of staff, and even 
the temporary closings of schools necessitated by loss of anticipated reve- 
nues either through cut-back of state funds or the defeat of proposed new 
tax levies at the polls. The costs of education have been rising astro- 
nomically and have placed tremendous pressures on the slowly -expanding 
local property tax system, the major source of education revenues in most 
states The demand for property tax relief is increasing. Tax overrides 

and school bond issues are being defeated more and more frequently. The 

4 2 / 

so-called "taxpayers' revolt" may in part be due to non-economic reasons ,- 
but the substantial increases in property taxes for schools and in taxes 
generally, at a time of growing inflation and unemployment, is undoubtedly 
a major factor. Thus, there are growing pressures to find alternative 



Between 1959-1960 and 1969-1970, expenditures for primary and secondary 
education have risen at -an average rate of 10.1 percent. NatioMl Educa- 
tion Association Research Report 1969 R-15. Between 1961 and 1969, aver- 
age annual increases th the locally assessed property Ymlue wm only 4.6 
percent. 1967 Census of envAmmentg. Taxable Property Values. This differ- 
ence between cost of education and the rate of expansion in the property 
base has resulted in increased tax rates for schools . 



— James M. Buchanan, "Taxpayer Constraints on Financing Education," in 
Economic Factors Affecting the Financing of Education, editors, Johns, 

Coffman, Alexander, Stollar, Calnesvliie , Fla.; 1970; p. 265, suggests 
that among the factors explaining the basis shift in the preferences of 
taxpayers are the "direct interrelationship between racial strife and 
educational process , the disruptive behavior of the student radicals , an 
the observed efforts to convert schools into centers for social reform, 
p. 287 . The lack of accountability for pupil performrice on the part of 
the schools in the face of continuing demands by school officials for new 
funds has also "turned off" taxpayers. 



3 



revenue sources to the local property tax for the financing of education. 

Inequalities in the Distribution of School Revenues . The disparities 

in per pupil spending levels, as well as disparities in tax burdens, are 

now receiving increased recognition on the part of the courts and legisla* 

3/ 

tures. Three courts, one state and two federal," have recently found 

that state school financing systems which depend substantially on local 

4/ 

property taxes result in "wide disparities in school revenue" “ among 
school districts, and have held that such a financing system is therefore 
in violation of the equal protection clause of the Fourteenth Amendment. 
The focus in these cases was not only on inequalities in the distribution 
of revenues but on inequalities in tax rates as well. It was pointed out 
that often districts with low tax bases were taxing themselves at a much 
higher rate than wealthier dlstrlcta, yet the level of expenditures per 

pupil in the poorer districts was still well below that of wealthier dls' 

. 5 / 

tricts." 

Disparities among districts in expenditure levels seem to bear little 
relation to differences in the cost of services provided or differences in 
the types of pupils to be educated. Recognition of these inequalities 
comes at a time of increasing pressures for more than equal resources for 



3/ 

Serrano v. Priest . Cal. 2d. (1971); Van Dusartz v. Hatfield . _ 

F. Supp. (D. Minn 1971); Rodriguez v, San Antonio Independent Schcfol 

District , P. Supp, (tf.D. Texas 1971). ,, 

Serrano >v. Priest , supra , at . 

— . . .affluent districts can have their cake and eat it too: they can 

provide a high quality education for the^r children while paying lower 
taxes. Poor districts, by contrast,, have no cake at all." Serrano v. 
Priest, supra, at 
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the educationally disadvantaged who. It Is argued, need additional re- 
sources to compensate for Inadequate socio-economic family backgrounds 
and to bring them up to a level where they can compete on an equal basis 

in society. 

Variations in per pupil expenditures and in educational services 
exist on at least three levels: (1) inter-state, (2) intra-state, and 

(3) intra-district (and perhaps within the school and even within the 
classroom). This report focuses principally on intra-state differences. 

One of the principal objectives of this study is to develop alternative 
state distribution formulas which would lessen disparities in per pupil 
expenditures among school districts within a state. A second parallel 
objective is to develop alternative state (and local) revenue sources which 
would lessen disparities in tax rates among districts and in the burden for 
the support of public education among income classes within a state. How- 
ever, this report also makes some significant inter-state comparisons and 
undertakes a preliminary examination of schooi.-by-school spending differ- 



ences within several selected districts. In view of the primary emphasis 
on intra-state inequalities, a brief description of some of the causes is 

presented below. 

B«.a«ons for Intra-state Inequaliti^ . In forty-nine states, Hawaii 
being the exception, the financing of the schools in a jalnt enterprise 
6/ Two neighborini school districts, located in Michigan, 

nature of the inequalities that has aroused such concern: the district o 

Dearborn in 1968-69, had 495 percent more property wealth per pupil than 
?hrdl™;ict of Inkster, and taxed Itself at a rate ^t 
less than that of Inkster to raise 455 percent twre funds. Inkster^^^ 
ever, has 480 percent more disadvantaged students, as measured^ I 4 t 

criteria of Title I of the Elementary and Secondary Education Act, ^ 

h^s 2 enrollment that is 84.1 percent minority compared to ^ mnorig^en- 
rollment of J.l.pnrcent In De_arborn Vet P~pex^ 



roxuuent ui - ^ 

realth of $70,360, generating $960 ger pupil m local 

received $141 per pupil in state aid^»i 
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of the st&te and the local school districts* That Is ^ some fundis come 
directly to the district from state -level sources and the balance (except 
for a minor amount of federal funds) from local-level sources. The fi- 
nancing system in most states relies heavily on the local property tax to 
fund education. 

1. Local 

Local property taxes are the principal source of education revenues 
in most states. Inequalities in revenues generated by use of this tax for 
education among the districts arc the rCsult^«du.e tc differences among districts 
in property values per pupil, differences in type of property, differences 
in tax rates, and inequitable property assessment practices. 

2. State 

Recognizing the basic inequalities in the capacity of school districts 
to raise revenues, and the difficulty some school districts have in rais- 
ing sufficient funds for even a "minimum" program, states have provided 
funds to school districts to supplement the locally raised revenues. 

State funds have been distributed either as a flat grant to school districts 
or through a formula which attempts to equalize on the basis of the ability 
of a district to raise local revenues, usually as measured by property 
wealth, or a combination of the two approaches. However, in no state, as 
this study will show, does the distribution of state aid eliminate the 
disparities among districts. 

The majority of the current state education aid formulas which allo- 
cate funds to districts are inadequate from a number of standpoints: 



By and large, the formulas maintain the heavy reliance on 



the local property tax, since in most states less than half 
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the necessary funds are provided by the state. This re- . 
suits in inequalities due to differences In underlying 
tax base, assessment practices, and tax rates. 

• Many formulas provide a flat grant to all districts re- 
gardless of fiscal capacity -- helping to maintain the 
gap between wealthier and poorer districts. 

• Differences in costs among districts for the same ser- 
vice are not taken into account in most distribution for- 
mulas. 

e Inadequate measures of fiscal need are Incorporated in 
the formulas — the measure principally utilized is pro- 
perty wealth but, as will be shown, property wealth is not 
necessarily related to Income. 

• The existing distribution formulas generally do not take 
into account factors relating tx> the higher oest of 
educating certain types of children. 

The flat grant personnel unit formula utilized by Delaware, North 
Carolina, and South Carolina, which permits unlimited local supplementa- 
tion, presents other problems. 

• Such a formula may lock the state into a manpox^er approach 

to education, with little leeway provided for utilizing 
new technology or other non-manpower approaches to educa- 
tion. ' ' .. ^ 
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• Local flexibility in the allocation of personnel may be 
limited— that is, a district cannot substitute two 



teachers' aides for a teacher. 



• The unlimited local supplementation of the state grants 
through the use of the property taxes, exacerbates dif- 
ferences among districts -- especially between the 



affluent suburbs and rural districts. 

By and large, the goal of the "equalizing" state grants, even though 



But this objective, even if it were to be met, is coming increasingly un' 
der attack. The concern for the educationally disadvantaged is forcing 



mean "positive inequalities" which would favor the disadvantaged. Argu- 
ments for moving in this direction assume that greater educational re- 
sources should be focused on students with greater educational need, des- 
pite the fact that the evidence is mixed regarding additional resources 
and Improved student achievement. 

Issues in Developing Alternatives . Among the underlying Issues in 
education finance are (1) how much should be spent for education, (2) how 
should funds or real resources be allocated among districts or pupils, (3) 



they have not come close to attaining it, has been fiscal equalization. 



reform e rs to look for measures of education need, the use of which might 



who should pay for the support of public education and, (4) what is the 



appronrlflte balance between state and local responsibility for the support 




of education? 



value society places upon education relative to other, services. To answer 




the second question, one must knowhow equality of opportupity is valued 
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by society. Moreover, how should equality of opportunity be defined? It 
has been suggested by some that equal dollars expended per pupil, regard- 
less of his location in the state, would be sufficient to meet the goal of 
equality. However, equal dollars may mean unequal real resources, since- 
the costs for the same services (such as salaries for teachers of equiva- 
lent education and experience) or the need for different services (such 
as transportation) may vary widely among areas of a state. The objective 
of equalizing expenditure levels also conflicts with the goal of providing 
more resources to the disadvantaged. Thus the issue is whether equaliza- 
tion means equality only as measured by equal per pupil expenditures — 
or even equal per pupil expenditures adjusted for the cost differences 
referred to above -- or whether it includes compensating for various 
learning disabilities, ittcluding those resulting from low socio-economic 
background. Under the latter approach, equalization means directing more 
educational services to the disadvantaged, the ultimate objective being 
equal educational outcomes, at least in terms of the fundamental skills."^ 
'And if equal -educational opportunity is defined as maximizing every 
students' potential, a good case can be made for giving additional re* 
sources to superior students . So the problem of goals is complex and far 
from resolved. 

—^"...equality in the resources devoted to the education of children of 
different racial groups will not achieve- equality of educational oppor- 
tunity ...", S. Bowles, "Toward Equality of Educational Opportunity?" 
Harvard Educational Review, Vol. 38, 1968, No. 1, p. 90. "...the state's 

obligation to provide an equal educational opportunity is satisfied only if 
each child, no matter what his social background, has an equal chance for 
an equal educational outcome, regardless of disparities in cost or effort 
that the state is obligated to make in order to overcome such differences." 
D.L. Kirp, "The Poor: the Schools, and Equal Protection." Equal Educa - 
tional Opportunity . Harvard Educational Review, Harvard University Press, 
1969, p. -140.^^ 



More importantly, however, neither the question of how much should be 



spent for education nor the question of how funds should be distributed 
can be answered without some knowledge of the relationship between dollars 
and resources expended and educational outcomes. Unfortunately, the pre- 
sent state of knowledge about this relationship does not permit definitive 
answers. 

The third question -- who should pay for public education -- focuses 
on the issue of equality in bearing the costs of education,, both among 
districts and among income groups. Some communities with low per pupil 
property wealth have to tax themselves at a much higher rate than wealth- 
ier communities to support educational services at a similar level. More- 
over, with the heavy reliance on the property tax in many states, the 
lower Income groups are paying a higher percentage of their Income for edu- 
cation than are the higher Income groups. This third question thus re- 
quires some awareness of the extent to which society favors the redistribu- 
tion of wealth from higher Income to lower Income groups and from more 
affluent areas of the state to poorer areas. 

Finally, the last question -- the local-state role in financing edu- 
cation -- involves some Insight into the importance of local district 
autononQr and fiscal Independence. 

All four questions are normative. This study does not purport to deal 
with these Issues that are always just beneath the surface of the financial 
Issues. This study confines Itself to pointing out problems in the current 
fiscal structures and to developing some alternative mechanisms of financ- 
ing education. The advantages and disadvantages of these alternatives in 
terms of various goals — for example, equalizing dollar expenditures 
among school districts , preserving local autonomy, raising the average 
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level of perr^pupil expenditures for education, and so forth — will be 
described, and the impact which these alternatives are likely to have on 
states and on types of districts within states will be demonstrated. To 
show these options is not necessarily to endorse them. Their value lies 
in being able to give policy makers a more informed view of the present 
situation and of potential changes . 

II, OBJECTIVES AND FINDINGS OF THE STUDY 

The research undertaken by the Urban Institute for the President's 
Commission on School Finance had as its objective the development and test- 
ing of several possible new revenue sources and distribution formulas geared 
toward lessening disparities among school districts in per pupil expendi- 
tures and in tax burdens. 

A. ANALYSIS OF EXISTING DISPARITIES (Chapter II ) 

A prior step to the development of alternatives to the present system 
is a precise understanding of the current system for financing education, 
how it contributes to the disparities, the nature of the disparities and 
the popuLations affected by them. This study, therefore, provides a de- 
tailed amilysis of the disparities in per pupil revenues and expenditures 
within states, and of the combined state-local tax burdens for the sup- 
port of public education. While dollar disparities in per pupil spending 
for education among school districts have already been well documented by 
Others, the real question is whether disparities in dollars mean equivalent 
disparities in education8.1 resources. Chapter I r examines how differences 
in spending for various functions such as transportation, plant operation, 
instruction; and adjninistrdtion contribute to the overall disparities in 
per pupil spending among ^school districts. Differences in costs for the 
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same function — with particular emphasis on teacher costs — are examined. 

Analyses were also undertaken of revenues by sources of funding -- 
that Is, local, state, and federal — to determine their impact on dlsr 
parities In total per pupil revenues among districts. In addition, an 
effort was made to discover ^diether the proportion of state funding to 
total non-federal education revenues has a bearing on the magnitude of the 
disparities among districts. The objective was to determine whether states 
with a high percentage ^of state aid have a lower level of disparities among 
school districts than states with moderate and low proportions of state aid. 

If this were found to be true, the question then would be vdiether the lower 
disparities can be attributed to the formula through whldi state funds are 
distributed in those states or to the level of state funding, regardless of 
the nature of the formula. 

Under the assumption that greater educational resources should be 
focused bn students with greater educational need -- as defined In terms 
of educational underacblevement , poverty, and minority group status (even 
though It Is not known how much educational resources, and of what kind, 
are necessary to improve performance levels of low-achievers) an attempt 
was made to document the degree to which current school revenue allocations 
correspond with the proportion of these pupils by district. 

Chapter II also examines the nature of the burden for the support of 
public elementary and secondary education -- that is, who pays for educa- 
tion. Comparisons are made of the tax burden borne by selected Income " 
groups between urban and rural areas within states as well as among states. 

Summary of Findings ; Chapter II 

(1) States ^th higjh percentages of state aid as a share of total i i ' 
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state-local school funding tend to have lower inter-district disparities 
than states with moderate levels of state funding. However, expenditure 
differentials remain even in high aid states, since the more affluent 
school districts often supplement state aid substantially. 

(2) Differences in the levels of local revenues among school dis- 
tricts are the primary cause for intra-state revenue differentials. In 
all states examined, the addition of state funds reduces the relative 
revenue differentials between districts. Although federal funds, with 
some exceptions, further reduce disparities, their overall effect is not 
significant because the amounts ate relatively low. 

(3) Central cities have consistently higher per pupil property 
values, in part because of the presence of a larger commercial-industrial 
base than other types of districts, but they generally have lower per 

capita income than suburban districts. Cities generally have lower pro- 
perty tax rates for schools than do the suburbs. However, they have a 
hi^er total tax rate because of hi^ other public services not generally 
found in suburbs* ■ 

(4) Rural districts generally have the lowest average property values 
of any of the areas within a state. They also have a puch lower per capita 
income relative to property value than do suburban districts o:^ similar 
property value, and thus are less able to tax themselves at as high a rate. 

(5) Suburbs often do not have the commercial/ Indus trial base that 
central cities have to draw upon, thus placing the major tax burden for 

the support of education on the homliowner t; and, indirect ^ on the renter. 



(6) Central cities generally have higher total per pupil expend!- ' 

: : 

tureS) and provide more revenue from their own sources compared to the 
average of suburban districts. Much of this goes toward hi^er teacher 
salaries, resulting from a higher proportion of experienced teachers in 
central cities compared to suburbs. However., there are sharp differences 
among the suburban districts in almost all states, and the affluent suburbs 
spend more than central cities. 

(7) Rural areas spend consistently less than other t 3 rpes of districts, 
primarily because of differences in salaries for instructional personnel, 
greater pupil-teacher ratios, a lower proportion of teachers wlbh advanced 
deg[rees, and lower plant operation and maintenance costs. 



(8) Differences between urban and rural areas in per pupil spending 
are due almost exclusively to differences in instructional expenditures 

and fixed charges for ; teacher benefits. Non- instructional expenditures 

’•i' ' . , ■ . , ' 

show little variation ilwithin a state. 

if; ■; • 

' 1 ‘ : 

\r- ■ 

(9) Central cities with higher percentages of minority students tend 
to have high expenditures relative to other cities, while rural areas with 
high percentages of minority students tend to have lower expenditures than 
other rural areas. 



(10) Tax burdens for the support of education by income group vary 
sharply among the states examined. In three states, the combined state- 
local tax structure is regressive. In the balance of the^^^s taxes 

are highest for the lower and hipest income groups, lowest for the moder- 
ate v income .group.' . ' 

■■ ^ 
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(11) School taxes as a percentage of income vary substantially among 
the states examined. For example, tax rates in New York for the support of 
public education are 37 percent higher for low income groups and 125 percent 
higher for the highest income groups compared to New Hampshire ' s tax rates 

for these income groups. 

B . DEVELOPMENT OF ALTERNATIVES (Chapter III) 

To assist the President's Commission on School Finance in making its 
recommendations in education finance, the Urban Institute designed and 
tested alternative ways of both raising and allocating funds at the state 
level.— ^ Chapter III presents the various options for financing education 
and analyzes the impact that each might have. An overview of that follows. 

1. Alternative Revenue Sources 

A number of tax sources for education revenues that could be substi- 
tuted for the local property tax were examined. These new taxes were 
analyzed to determine the following: the rate at which such a tax would 
have to be imposed to raise the same amount of revenues now raised through 
the local property tax; the transfers of revenues among types of districts; 
and the impact on tax burdens of these alternative tax sources. 

The new state taxes examined include a statewide property tax; a 
statewide tax on commercial-industrial property, letting local districts 
continue to tax residential property; a state sales tax; and a state 
income tax. Local taxes examined include Income and sales taxes. 

This study is confined to alternative approaches to current ata^ financ- 
ing systems and does not examine potential federal inputs. 
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2. Alternative Distribution Formulas 

The distribution alternatives examined in Chapter III can be grouped 

' ' j 

into two broad categories: 

(1) Partial state funding alternatives; that is, state aid distri- 
bution formulas which require some local contribution and therefore permit 
the district to retain some measure of local fiscal autonomy. 

(2) Full state funding alternatives, which are likely to bring about 
greater equalization than the partial state funding alternatives, but at 
the expense of 7.ocal fiscal autonomy. 

These distribution formulas are analyzed from the following perspec- 
tives when compared with the existing financing scheme: 

1. The extent of equalization — whether disparities within the 
state and among types of districts are lessened or Increased; 

2. The shift in tax rates among the types of districts; 

3. The extent Lb which the distribution of funds is related to 
the distribution of various kinds of pupils who are said to 
require additional resources beyond a basic program; 

4. The increase (or decrease) in level of state aid; 

5. The increase (or .decrease) in total state-local expenditures 
for education. 

Partial State Funding . Within this category, four basic types of 
alteraatlves were examined: 

(1) State matching grants in inverse proportion to a district's 
fiscal capacity (ability to raise revenues); 

(2) State guarantee of equal dollars for equal tax effort; 
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(3) State supplemental grants based on educational need; 

(4) State assumption of total costs for specific functions. 

The first two alternatives are related to fiscal need, the third alterna- 
tive is concerned with educational need, while the fourth focuses on cost 

differentials for different functions. 

(1) State matching grants based on fiscal capacity* A major concern 

of this analysis is to develop and test alternative measures of fiscal 
capacity. The typical measure currently used by most states for distri- 
buting at least a portion of their aid is fiscal capacity (ability to 
raise local revenues) as measured by per pupil property wealth, with state 
funds being distributed in inverse relationship to per pupil property 
wealth. Chapter III demonstrates the effect on various types of districts 
of using alternative measures of fiscal capacity for distributing funds — 
such as per capita income, per pupil Income, or percentage of low Income 

families. 

(2) dollars for equal tax effort . This alternative is designed 

to preserve local choice in the level of expenditure, since the state 
guarantees a certain number of dollars per pupil for the particular tax 
rate chosen by the district, regardless of whether the district's own 
tax base could generate sufficient revenues to meet the expenditure level 
at that tax rate. The state also recaptures th« excess dollars above the 
fixed expenditure level that a wealthier district raises at that same tax 
rate. Thus, expenditure levels are not dependent upon the fiscal capacity 
of a district. Recapturing revenues from the wealthier districts, thus 
forcing them to remain at a fixed expenditure level for a particular tax 
rate, and raising poorer districts to this same expenditure level if they 
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elect the same tax rate, In theory could lead. to some measure of equali- 
zation. In practice, however, districts may select widely differing tax 
rates, possibly resulting in even greater disparities among school districts 
than under the existing system. The tax burdens for , education under this 
alternative will probably U less unequal than under the present system. 

(3) Educational need grants. This alternative is based on the 
assumption that fiscal need or capacity should not be the . sole criterion , 
for the distribution of state funds. Many commentators have suggested . 
using various measures of educatipnal need as a basis at least for distri- 
buting supplemental State grants, much as the federal Title I program is 
now designed. This study therefore examines the impact of utilizing such 
measure of education need as proportion of minority enrollment, number of 
federal E SEA Title I recipients (students qualify for these fun* if they 
come from families earning under, $2,000, according to the ,1960 Census, or 
are recipients of welfare payments), .low achievers as measured by their, per- 
formance on statewide achievement tests, or number of students enrolled in 
higher cost programs such as the mentally and physicall handicapped and 
vocational students. 

The problems with using these particular measures and the lack of 
information on how much additional resources should be distributed to 
various kinds of pupils are discussed in Chapter III. These measures 
would very likely not be the sole basis for distributing funds, but 
would be used as criteria for distributing grants which would supplement 
the district's basic program expenditure level. The objective of this 
then, would not be to equalize dollars or educational ser- 
vices, but to create inequalities by providing more than equal resources 
to specific types of pupils. Districts with greater concentrations of these 
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pupils wsuld odiously receive eore state aid under this alternative than 
Other diitricts. 

(4) ansumotle ^ costs for specific functl^. Proposals 

for state assunptlon of non-lnstructlonal costs such as transportation, 
plant operation, and plant nalntenance are premised on the fact that 

expenditures for these items vary widely an.ong the types of districts and 
removal of these Items from district responsibility would tend to equalise 
expenditures among districts within a state. However, the actual effect 
on equalisation is minimal. As this study shows, the hl^ cost of trans- 
portation in rural areas Is offset by the low plant operatlin and main- 
tenance costs compared to cities. Moreover, the amount of the total 
budget allocated for non-lnstructlonal expenditures Is relatively Insigni- 
ficant compared to that for instructional expenditures. 

Chapter ill also examines the contribution toward equalization and 
the effect on tax rates If the state ass^s the full cost of Instruction, 
leaving the local districts to provide for non-lnstructlonal costs out of 

local revenues. 

fu.dine . Two types of distribution formulas In this 
category were examined. The first Is based on an equal dollars per pupil 
approach, with additional funds provided for those pupils who require 
additional resources beyond the basic program, on the assumption that 
there are higher costs In educating the disadvantaged, the physically and 
mentally handicapped, vocational students, the mentally gifted, etc. 

The other full state funding alternative examined Is based on a pet - 
uonnel unit formula - which. Instead of providing equal dollars per weighted 
pupil, provides teacheri or other personnel according to classroom unit 
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size. This alternative thus takes Into account the differences among 
types of in expenditures for Instructional staff. 

While the disparities In dollar per pupil expenditures within a 
state are considerably reduced under either of these alternatives, the 

trade-off, as noted earlier, Is In the reduced fiscal role of the district. 

V 

— Sumnary of Findings; Chapter III 

1. Revenue Sources 

(1) Significant expansion of the state share of public school 
financing will require substantial Increases In existing state tax rates. 

(2) To meet Increased revenue requirements, a statewide property 
tax will be an attractive alternative to Increasing present state tax 
rates . Hie statewide property tax reduces disparities In tax burden among 
Individuals from. different districts. However, Its Impact on disparities 
In educational resources Is dependent upon the formula used to distribute 
the funds. 

(3) Local Income and sales taxes provide substantial revenue sources 
for property tax relief. They will alleviate the tax burden of low Income 
Individuals within districts, but will not substantially change and^ In 
some cases, may Increase the disparities in tax burden among residents of 
different districts. 

2, Distribution Formulas 

(1) Matching programs based upon "fiscal capacity" (ability of a 
district to raise revenues) can reduce dollar disparities if per pupil 
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property wealth is used as the "fiscal capacity criterion. 

(2) Matching programs using income measures of "fiscal capacity" 
could result in greater dollar disparities among districts but would Insure 
concentration of s^ ite assistance to those districts with poor residents. 
Rural areas and central cities benefit more under formulas using income 
measures as criteria than under those based on property wealth. 

(3) Matching programs will not overcome the advantage of wealthy 
districts in raising revenue unless the local share is "power equalized 
(requiring the transfer of excess revenues to the state) or limits are 
placed upon the local revenues to be matched. 

(4) Supplemental grants for low achieving students based on any of 
the proxies of educational need used in this study will concentrate funds 
in the central cities. The costs required to produce a positive impact 
on the educationally disadvantaged are likely to be so large that it is 
essential to identify those students with real needs rather than provide 
grants to such over-inclusive categories as Title I recipients or minority 
group members. 

(5) Full state funding alternatives will reduce dollar disparities 
in the educational program among districts. Their implementation requires 
careful examination of the question of local autonomy, the relative needs 
of different types of students, and cost differentials arising from dis- 
parate market conditions within the state. 
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1 c. FULL STATE FUNDING IN HAWAII (Chapter iy)_ 

i 

! Since some of the alternatives to current education finance systems 

being proposed, particularly in the wake of the recent court decisions, 
are full state funding alternatives, it was felt than an examination of 
the only state in the nation at present in v^ich education is totally 
financed by the state should be undertaken for this report. Hawaii, which 
has seven administrative units — four which can be termed urban-suburban, 
and three which are definitely rural — are examined in Chapter IV in an 
effort to determine whether, even in a full state funding system, there 
are differences in spending among the various areas of the state and, if 

I so, to what these differences are related — e.g., the varying educational 

I needs of students, differences in expenditure patterns by function, or dif- 
ferences in the costs of the same service -- such as teachers. 

I Full state funding alternatives have been opposed in part because 

of the anticipated loss of local autonomy. Because of the importance of 
this issue, an examination of the extent of the flexibility retained by 
ac^nlstratlve units or by individual schools under the centralized fiscal 
system in Hawaii was also undertaken. 

i s»™"arv of Findings ; Chapter IV 

I (1) Full state funding, as practiced in the State of Hawaii, results 

\ 

in relatively low disparities in per pupil spending. 



(2) The disparities that do exist favor the low income, rural areas. 

(3) Unlike other states examined, disparities in per pupil spending 
are due to two factors; high non-ins true tlonal expenditures and lover 




pupil-teacher ratios in the lower income rural areas compared to urban areas. 
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(4) The tax burden for the support of public elementary and cecondary 
education is essentially proportional. Expenditures for education as a per- 
cent of income appear to be lower in Hawaii than in the three large urban , 
industrial states in this study (moderate aid states), but approximately 
the same as North Carolina and higher than Delaware, both high state aid 
states. 



(5) There appears to be a fair amount of freed<xn at the district and 
individual school level to innovate and to adapt programs to meet the needs 
of a particular community, despite the existence of a centralized, fully, 
state funded education system. The trend seems to be toward providing even 
greater flexibility to school units. 

(6) The historic, political, and demographic features of Hawaii 
which have; a bearing on its centralized educational system are so unique 
that it is: difficult, on the basis of the preliminary study undertaken for 
this repeat, to determine whether the fiscal’ and education structure in Hawaii 
is transferable to other states, particularly the large urbanized, indus- 
trial states. 

D. EFFECT OF INCREASED LEVELS OF STATE AID ON LOCAL AUTONOMT 
(Chapter V) 

A study of the constraining effect of high levels of state aid on 
local district declslon'inaklng was undertaken. The results of this study 
are reported in Chapter V, This issue is of particular significance in 
light of the analysis of existing disparities discussed in Chapter II. 

There it was indicated that differences in local revenues are the dominant 
factor contributing to disparities in total per pupil revenues. Thus any 
alternatives which seek to lesqen thes^. disparities will no doubt mean 
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greater state (or federal) aid. For this reason, the study examines the 
nature of the controls when the state has assumed a large share of the 
responsibility for financing education. In Chapter V, the statutes and 
regulations of ten states with proportionally different lev'ils of state 
aid (relative to total state-local funds for education) were examined In 
light of eleven areas of education policy — such as curriculum, textbook 
selection, and budgetary restrictions -- to determine to what extent In- 
creased levels of state aid were responsible for restrictions on local 
district decision-making. 

Summary of Findings; Chapter V 

(1) A review of eleven possible dimensions of state control over 
local school boards In ten states demonstrates that no consistent relation- 
ship exists between the percentage jf state funding of total state-local 
education revenues and the degree of restrictions imposed by state statutes 
and regulations on local district declslon^naklng. 

(2) A study of the Incidence of locally-adopted Innovative educa- 
tional practices Indicates that the Initiative of local school boards to 
adopt Innovations Is not Inhibited In states with hl^er percentages of 
state funding of local education. 

(3) The rate of adoption of Innovative educational practices Is 
generally higher In states which spend more per pupil in absolute dollars. 
This relationship Is much stronger than that between the rate of Innovation 
and the level of state funding. 
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E. INTRA-DISTRICT DISPARITIES (Chapter VI) 

The final chapter of this report Is concerned with the resource 
allocation pattern within school districts. Many of the factors which 
contribute to the disparities In per pupil spending anK>ng districts 
documented In Chapter IX — such as differences In property values, tax 
rates, starting teachers! salaries, and salaries for teachers of equiv- 
alent education and experience — are not present within a school district. 
Nevertheless, Inequalities In per pupil expenditures among the schools 
within a single district do exist. As new distribution alternatives are 
developed to meet the objective of lessening disparities among districts 
within a state and new revenue sources are developed to lessen the reliance 
on the local property tax, It Is Important to understand the possible Impact 
of these alternatives on schools within Individual districts. An examina- 
tion of the existing resource allocation patterns within several selected 
urban districts and the factors contributing to these patterns was there** 
fore undertaker., with particular emphasis on the degree to which current 

t . 

school allocations match the need for educational resources *'-’ need being 
defined In texmn of minority group status, low family Income, or low socio- 
economic status. 

Summary of Findings; Chapter VI 

II 

(1) Analysis of seven school districts in two states reveals a 
common pattern whereby district discretionary funds are concentrated In 
schools of higher Income and low minority populations, while state and 
federal compensatory funds are directed to low Income, high minority 
schools. 
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(2) Schools In the middle range In terms of percent minority or 
Income, which do not qualify for compensatory resources, and which do not 
attract the more experienced, more educated, and thus higher paid teachers, 
receive fewer dollars per pupil than schools at either extreme. 

(3) Pupil-teacher ratios are somewhat lower In high minority, 

poor schools, but this has not been enough In some of the districts studied 
to raise the level of expenditures per pupil In these schools to the level 
of the wealthier, low minority schools. 

(4) Teacher transfer policies In all districts studied are a major 
factor contributing to disparities In total per pupil expenditures. 

(5) Equalization of per pupil expenditures Is complicated by the 
differential distribution of kinds of resources within a given district. 
Therefore, In spite of the adoption of statewide formulas to reduce 
Inter-dlstrlct disparities, disparities In resource allocation between 
schools within districts may continue to exist. 

III. SELECTION OF STATES FOR STUDY 

A slgnlflcarii aspect of the disparity study Is the attempt to 
determine whether there Is a general pattern by type of district dlscemable 
not only among districts within a state but also across states. This 
would point to broader conclusions about education finance and the Impact 
of various alternatives than might be possible from analyzing a single 
state. 

St<'tos were selected, therefore, which would be representative of 
various regions of the country, various levels of state funding, the 
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major approaches to financing elementary and secondary education, etc* 

Thus vhen coamon patterns are found occurring among diverse types of 
states, one can be more certain of the applicability to other states of 
generalizations made on the basis of the few states Included In this study. 

A major criterion In the selection of states for this study was 
the representation of states with differing levels of state aid as a 
percentage of non-federal school funds. Of particular Interest were 
high state aid states. In view of the accelerating pressures from various 
public and private groups to have states assume a considerably greater 
share of fiscal support for primary and secondary education. Since a 
major premise of those who propose Increased state funding Is that It 
wll; result In less disparities In per pupil expenditures among districts, 
this premise, as well as the Issue of local autonomy In high state aid 
states. Is examined In this study. 

1 / 

A total of nine states were selected, providing broad regional 
19/ 

representation. 

Full State Funding: Hawaii - Uestem Region. 

High State Funding: Delaware and North Carolina - South 

Atlantic; Washing ':on State - Pacific. 

Moderate State Funding: California - Pacific; Michigan - 

North Central; New York - Middle 
Atlantic. 

Low State Funding: New Hampshire - New England; and 

Colorado - Mountain Region. 

Delaware, Hawaii, North Carolina, Washington, California, Michigan, 

New York, Colorado and New Hampshire. 

10/ The regional categories are those used by the Bureau of the Census. 



27 



The total enrollment in these nine states Is 11.7 million, or over 29 
percent of the national total. 

In addition to differences in level of state funding and geographic 
diversity, the states selected represent a cross-section of other economic, 
demographic, and fiscal characteristics relevant to education finance. 

The three moderate aid states are predominantly urban with large popula- 
tions and are hc-'ivlly industrialized. In contrast. North Carolina and Haw 
Hampshire are primarily rural. A number of other comparative statistics 

between the states selected and all states In the nation is useful in 

11 / 

illustrating the representativeness of states selected;, 

(1) Minority Enrollment . The range among the states studied (with 
the exclusion of Hawaii, which does not report such statistics) is from 
0.7 percent in New Hampshire to 30.6 percent in North Carolina, with an 
average among the f.lght states of 17 percent, compared to the national 
average of 20 percent. 

(2) Size of Enrollment . Included in the study are the two states 
with the highest enrollment in the nation, California and New York, and 
two with among the lowest number of students, Delaware and New Hampshire. 

(3) Per Capita Income . Two states selected. New York and California, 

are considerably above the national average in Income. North Carolina Is 

> 

sharply below the average. Per capita Income in the nine states In this 
study Is about 10 percent above the national average. Average per pupil 
income for the nine states approximates the national income average. 

(4) Per Pupil Property Value . Both California, considerably above 

the national average, and North Carolina, below average, are part of this 
study. 

ll/ Statistics in this -section pertain to all districts in the state, not 
the sampile districts from each state/examlned In this study. 
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(5) Non-Publlc School Enrollment . District level data for three 
states, Hawaii, Delaware, and Michigan, are included in the study. These 
three have non-public school enrollment above the national average. 

(6) Current Operating Expenditures for 1968-69 . The study Includes 
the state with the highest per pupil expenditures in the nation. New York, 
and one of the five lowest. North Carolina. The other states in this 
study range from 8th highest (Delaware) to 30th (Colorado) in terms of 

per pupil expenditures. 

(6) Federal Aid to States . The range among the states studied is 
from 4.1 percent federal aid in Michigan to 13.3 percent in North Carolina. 
The average of 6.5 percent federal funding in all nine states is close to 
the national average. 

(7) State Tax Structure . This ranges in the states studied from 
a regressive tax structure for the support of public education in New 
Hampshire and Washington, to an approximately proportional tax structure 
in North Carolina, New York and Delaware. 

In addition to general economic and fiscal comparisons, the nine 
states are also classified by the type and method of distribution of 
state general education revenues (as opposed to categorical aid programs) 
to local districts: 

(1) Flat Grant Personnel Unit . Of four states in the country 
using this method for distributing state funds, three, Hawaii, Delaware, 
and North Carolina, are included in the study. 

(2) Per Pupil Flat Grant . Only one state in the nation distributes 
general state aid solely on this basis, Connecticut. 
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(3) Equalizing Grant Only . Twenty-seven states currently distribute 
general aid funds through an equalizing grant formula. Two of these, 
Michigan and Washington, are Included In this study. 

(4) Combination Equalization and Flat Grant . Seventeen states 
utilize a combination flat grant equalizing formula for distributing 
state aid. Three of these states — California, Colorado, and New York — 
are included in the study. Of these three, only California has the 
larger share of state general aid distributed as flat grant aid — 56.3 

i 

percent. 



Of the seven states which provided state-funded compensatory aid 
programs for the disadvantaged in 1968-69, three — California, Michigan, 
and New York — are included in the study. Two other states provide 
additional funds for the disadvantaged through a weighted pupil formula. 
One of these states, Washington, is Included in the study. 

Although there is no doubt that the states selected represent a 
cross-section of many characteristics associated with education finance, 
there are certain limitations in generalizing from the findings in these 
states to the nation as a whole: 




(1) The size of the sample represents less than 30 percent of all 
enrollment in the nation. While this size Is sufficient to draw reliable 
inferences, expanding the number of states would Increase confidence in 
the results. 

(2) Despite ntimerous similarities, every state has certain unique 
education finance characteristics ^diich are not fully comparable with 
those of other stfites. In most cases, however, these differences do not 
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affect the principal fiscal or educational characteristics. 

(3) The study represents only one time period; thus, while the direc- 
tion of certain characteristics may be changing relative to other states, 
this cannot be ascertained in a cross-section analysis. 

(4) The intra-district resource allocation analysis represents 

only seven districts in two states. 

Despite these limitations, it is the view of the authors of this 
report that findings as specified in each chapter of the report are 
applicable, at least in part, to the majority of the states in the 
nation. The data are probably most useful in indicating the over-all 
structure of education finance, as well as in comparing the characteristics 
of a particular type of district or state with other districts and states. 

The alternative funding and allocation formulas presented in this 
report will almost invariably require modification to meet the needs of 
a particular state. Nevertheless, with the information provided, the 
reader will be able to predict the likely outcome of applying an altern- 
ative to a district or state, aided by a comparison of the disparities and 
fiscal ability of that district or states with those discussed in the 
report. To facilitate the use of the study. Volume II discusses the educa- 
tion finance characteristics of each state included in the study. 
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CHAFTER II 
DISPARITY ANALYSIS 
INTRODUCTION 

I. OBJECTIVES OF THE DISPARITY ANALYSIS 




In undertaking an analysis of the disparities in per pupil expendl** 
tures for elementary and secondary education and of the disparities in 
tax burdens for the support of education, this study include 9 among Its 
objectives the following: 

• To measure the nature and extent of the disparities in 
per pupil spending among states and among types of 
school districts (central city, suburban, smaller city, 
and rural) . 

• To determine vhether there are common patterns among all 
states as, for example, whether the spending patterns of 
all central cities are similar, regardless of the state 
In which they are located. 

• To find out Why these disparities occur In particular, 
whether they can be related to: 

(1) The proportion of state funding relative to total 
(non federal) education revenues; 

(2) Differences In spending for various functions such 
as transportation, administration, instruction, or 
plant operation; 
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(3) Differences in costs for the sane function, with 
particular enphasis on instructional costs, and 
the factors contributing to the differences; 

(A) Ihe fiscal capacity of local school districts. 

• To determine who pays for public elementary and second- 
ary education by comparing state and local tax burdens 
for selected income classes among states and within a 
state. 

II. SEl£CnCW OF STATES FOR STUDY 

The primary criterion for selection of states was the level of state 
funding as a share of total non-federal expenditures for elementary and 
secondary education. Other criteria included a balance of geographic 
regions population size. States were also selected to represent the 
principal methods of financing public elementary and secondary education 
utilized in the nation. Based on these criteria, the sample includes the 
one state in the nation with full state funding (Hawaii) ; three states 
vith high state funding (Delaware, North Carolina and Washington) ; three 
populous, hi^ly industrial and urbanized states with moderate levels of 
state aid (California, Michigan and New York), and two states with low 
state contributions to local school districts (Colorado and New Hampshire) . 
Detailed fiscal and other relevant educational data have been collected 
for the three hi^ aid states and three moderate aid states. New Hampshire 
and Colorado are examined in somewhat less detail. Because of the unique 
education finance structure in Hawaii and the importance of considering a 
fully state funded alternative to present methods of financing education 
in the other forty-nine states, this state is discussed separately (see 
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Chapter IV). 

The standard unit used in this study for coaparing school districts 

within and among states is Average Daily Attendance (ADA) rather than 

enrollment or Average Daily Membership, since most states provide data in 

ADA. Where data are not in terms of ADA, they are converted to this unit 

1 / 

to allow inter*state comparisons. Statistics, where applicable, are 

2 / 

weighted by the size of the school district ADA. 
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III. TYPE AND NUMBER OF DISTRICTS SELECTED 

To avoid comparisons of per pupil expenditures in widely varying cir- 
cumstances, districts in the States studied were grouped according to 



\J Data sources include published reports by various state agencies, in- 
cluding departments of education, of revenue, and of finance, as well as 
state education associations* Unpublished sources include data on computer 
tapes received from state education deparcments, and various school district 
reports to state agencies, as well as data collected by the staffs of state 
agencies specifically to meet requirements of this study. 

2J This means that a large district is given more ’Veight” in calculating 
a statewide average than a small district. For example, Los Angeles, the 
second largest city in the study, has an ADA of 664,410. Thir; comprises 
65 percent of the ADA of central cities in California and about 25 percent 
of the total sample districts in the state. Thus, in calculating average 
expenditures for central cities, Los Angeles accounts for abent 65 percent 
of all such expenditures, influencing the average considerably more than 
Santa Monica. To count each school district equally would give equal 
"weight" to a district with one thousand students relative to Los Angeles 
with Its 664,410 students, and would lead to error in determining average 
expenditures for the state. Nevertheless, for certain analyses, both 
approaches may be used. For example, to determine average starting teacher 
salaries in six states, California should be considered one unit and Dela- 
ware also as one unit. However, to determine the average salary of all of 
the teachers in the six states, regardless of the state in which they teach, 
the data should be ’“weighted" by the number of beginning teachers in each 
state to provide a statistically meaningful average. In New York State, 
the city of New York comprises 52 percent of the state sample ADA. In view 
of this dominance, this study has investigated the Impact on the state’s 
educational characteristics of excluding the city. This is shown in Table 
II-4. 
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four^/*-&tegorles <-•* central cities, suburbs, smaller cities, and rural 
areas. This is useful in analyzing teacher costs, for instance, because 
central cities and suburbs in large metropolitan areas arc likely to com- 
pete for teachers In the same labor market. Similarly, small cities, 
althou^ they are not necessarily contiguous, are likely to have similar 
wage structure patterns. Rural districts also have their own wage struc- 
ture pattern. 

These four types of districts In the ei^t states studied (Hawaii 
being excluded) are defined as follows: 

(1) Central Citiea . Central cities are defined in two ways. First, 
only cities with a population in excess of 250,000 are considered. This 
group consists of eleven cities in the states of California, Colorado, 
Michigan, New York, and Washington But since there are no cities with 
a population approaching 250,000 in the states of New Hasq>shire, Delaware, 
and North Carolina, for purposes of intra-state comparisons the central 
city definition is broadened in these three states, to Include the seven 
cities with a population over 50,000.—^ To maintain consistency in con- 
sidering overall average values as, for example, average central city 
revenues across five states, only cities with a population of over 250,000 
are included 



In the states of California and Washington, all cities with populations 
of 100,000 and over were also treated ac "central cities," and their sur- 
rounding school districts as "suburban," to determine the impact of this 
change in definition on the analysis. As discussions of these two states 
in Volume tt show, the impact was negligible. Thus, this section of the' 
report defines central cities for these two states as those with a popula- 
tion of 250,000 and over. 

— ^It should be noted that although Manchester, New Hampshire and Wilmington, 
Delaware are small in size, they have mai^ of the same characteristics of 
the larger central cities of other states. 

-^^The inclusion of the seven cities ^th a population over 50,000 but 
vmder 250,000 decreases city revenues 'by less than two percent. 
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(2) Suburban . Suburban school districts are all districts in built- 
up areas close to the central cities, as defined above, in each state. 
Suburban districts do not necessarily comprise all districts within the 
SMSA outside the central city, inasmuch as the metropolitan area frequently 
includes schppl districts with characteristics itore similar to those of 
rural areas Because of the county school unit administrative structure 

in North Carolina, none of its school districts can be ccmsidered "suburban." 

(3) Smaller Cities . Smaller cities are defined as non-eentral cities 
with a population in excess of 10,000. Although this results in a wide 
population range, it does not appear to increase the disparities in expendi- 
tures among smaller cities substantially. In five of the states, all cities 
above 10,000 have been included in the sample. But in the populous states 
of California, Michigan and New York, all cities above 50,000 and a sample 
of the 10,000 to 50,000 range were Included. 

(4) Rural . Rural districts are defined for this study as those 
which do not contain town^ or cities with a population of 10,000 or more. 
Because of the lack of data for very small districts, and the fact that 
this study analyzes only unified districts (those including grades R or 1 
through 12) , the rural districts in the sample have an average enrollment 
of over 3,000 students which is considerably above the average of all 
rural districts in the states studied. 

As a result of the selection procedure, it is unlikely that districts 
which have very low or very high expenditure levels are included in the 

^/Sven when these more "iniral" districts are excluded from the suburban 
category, this study finds substantial differences in the characteristics 
of suburban districts. This suggests the usefulness, in future research, 
of grouping suburban districts into... sub-categories, possibly on the basis 
of per capita income or per pupil property value. 
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sample. For example, a number of states such as Washington have some 
school districts with under 50 students and very high expenditures. These 
districte, however, are likely to consist of only a single elementary 
school, and thus are excluded from the sample, which includes only K or 1 
through 12 districts. This procedure results in considerably lower expend- 
iture.* coefficients of variation than would be expected if expenditures 
which included all school districts were to be calculated. 

In general, there is an urban bias in the selection of sample dis- 
tricts. Since rural districts are under-represented, sunanary state data 
tend to be more representative of urban districts, except in Delaware, 
where all school districts have been included for analysis. 

Districts in each of the eight states (Hawaii has been excluded from 
this analysis) fall into one of the following categories: 



Type of District 


No. In Sample 


Average District ADA 


All Central Cities 


18 


146,593 


Central Cities, Population 
Above 250,000 


(11) 


229,791 


Suburbs 


159 


10,967 


Smaller Cities 


163 


11,376 


Rural Districts 


283 


3,069 


County-wide Urban 
Districts 
(North Carolina) 


26 


15,881 


TOTAL 


649 


12,547 



Approximately S.2 million students are included in the sample, or 
about 19 percent of the nation's elementary and secondary public school 



students. 
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All districts in the sample are unified districts — that is, con- 
taining grades K or 1 through 12. All data collected are for the school 
year 1968-1969, which permits consistent intra-state and inter-state com- 
parisons. 

Expenditure data are limited to current operating costs and are gen- 
erally limited to expenditures at the school district level, shown by 
state and type of district in Table II-l.-^ Thus, unless incorporated 
into the local district budget, state board of education costs and certain 
state administered programs (for example, educational television in Dela- 
ware), are excluded. The per pupil cost of state funded pension and 
social Security payments for publia school employees is estimated for 
those states included in this study where such payments are provided by 
the state. 

Subsequent sections of this chapter analyze differences in revenues 
and expenditures from two perspectives’; among the four types of district;? 
across states, and among all districts in one state relative to all dis- 
tricts in other states in the study. For example, differences among all 
central cities in the states selected for study are examined. In addi- 
tion, the nature of the differences between central cities and their sub- 
urbs in cue state are compared with these central city-suburban relation- 
ships in all states. 

Part I of this chapter is concerned with inter-state and intra-state 
revenue comparisons. Revenues are examined by source of funding to 

jJ Capital expenditures are excluded from this analysis, since this is a 
cross-sectional study which examines revenues and expenditures only for the 
school year 1968-1969. Capital expenditures fluctuate significantly among 
districts from year to year. Thus the inclusion of this item would affect 
any comparisons of revenues and expenditures among districts made for a sir. 

gle year. 
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TABLE II- 1 

total curreht operating expenditures* 
(1968-1969) 





Central 

Cities 


Suburban 


Stnaller 

Cities 


Rural 


Statewide 

Averase 


Delaware 


$841 


$725 


$678 


$637 


$705 


North Carolina 


598 


- 


557 


572 


567 


Washington 


852 


794 


757 


701 


767 


California 


768 


727 


718 


705 


739 


Michigan 


814 


901 


857 


632 


829 


New York 


1,278 


1,245 


1,078 


1,033 


1,229 



♦Includes state 



benefits for school employees 
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determine the relative importance of local, state, and federal revenues 
on total funds available for elementary and secondary education; to de- 
termine differences in the level of funding by source for each type of 
district; and to measure the degree to which a particular source of fund- 
ing increases or decreases revenue differentials between districts. 

The fiscal characteristics of school districts arc then examined. 

Per pupil property wealth by state and by type of district within each 
state are compared and are related to school district property tax rates . 
The effect of utilizing per capita income versus per pupil income data in 
determining the fiscal capacity of school districts, is discussed. The 
relationship between school district minority enrollment and such educa- 
tion finance characteristics as revenue sources and district wealth is 
also explored. 

Finally, Part I estimates the tax burden for the support of public 
elementary and secondary education for each of the states studied and for 

selected household income groups within each state. The combined state- 

/ 

local tax burden is computed for both urban and rural areas of each state. 

/ 

Part II of this chapter is concerned with inter-state and intra-state 
expenditure comparisons.—' It first examines the disparities in expendi- 
tures by function. The analysis is focused on determining differences in 
the level of funding for particular education activities (e.g., instruc- 
tion, plant operation and maintenance, transportation), and on estimating 
the Impact these differences have on overall expenditure disparities, both 

— ^ Because Insufficient data were available for a detailed expenditure 
analysis of Colorado and New Hampshire, Part II is limited to an analysis 
of only six states, although the revenue analyses in Part I are generally 
based on all eight states. (As noted previously, Hawaii Is discussed in a 
separate chapter.) 
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among the states themselves and among types of districts. The major ob- 
jectives of this analysis are to isolate those functions which account for 
a larger proportion of total disparities in per pupil spending, and those 
functions which fluctuate widely in their proportion of the total budget 
among the four types of districts. 

Since differences in instructional staff expenditures are the major 
factor explaining inter-state and intra-state expenditure differentials, 
the effect of teacher characteristics on these differentials is examined. 
Teacher characteristics include starting and average teacher salaries, edu- 
cation and experience levels, and pupil-teacher ratios. 

Since the states selected for this study vary widely in per capita 

9 / 

income, the extremes being North Carolina and New York,— the differences 
in inter-state per pupil expenditures are likely to be substantial. To 
demonstrate how equal resources may cost more in one geographic area than 
in another, the expenditures in New York and North Carolina (primarily for 
teachers) are compared, after equalizing for such differences bettmen the 
two states as pupil- teacher ratios and education levels of teachers. The 
extent to which expenditure differences are likely to be associated with 
wage differentials is also estimated. 



9 / 

~ Using per pupil property values as the measure of wealth, however, Cali- 
fornia exceeds New York State. 
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PART I 



INTER-STATE AND INTRA- STATE REVENUE COMPARISONS 

I. REVENUE SOURCES BY TYPE OF DISTRICT 

Revenue data reflect funds allocated for current operating expend i- 

10 / 

tures from the federal, state, and local governments. 

Local Revenues . In the eight states examined in this portion of the 
study, local revenues in the school year 1968-1969 provided over half of 
the revenues from all sources. This share varied from 38.9 percent in 
rural areas to 57.3 percent in central cities. As illustrated in Table II- 
2 and Figures II-2(a) and (b) , -the disparities in total revenues among 
typf5S of school districts appear to be almost exclusively due to differ- 
ences in local funding. 

State Revenues . State revenues do not vary greatly from one type of 
district to another. The least state funds are provided to smaller cities, 
the most funds to rural districts.— The average suburban state aid in 
dollars per pupil is only a few dollars below that received by central 



— In some cases, it proved infeasible to separate revenues for current ex- 
penditures from total revenues. This is why, in some states, total reven- 
ues exceed current operating expenditures (COE). Although the use of cur- 
rent operating expenditures is probably a preferable method for comparing 
sources of funding, only two states provide expenditure data in a way which 
indicates whether particular items were funded from federal, state or local 
sources. 

— ^This analysis of revenues by type of district excludes state paid pen- 
sion and social security payments since these funds cannot be allocated on 
a district basis. 
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TOTAL REVENUES IN DOLLARS PER PUPIL 
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FIGUKE II -2 (a) 

REVENUES BY SOURCE AND TYPE OF DISTRICT 
ALL STUDY STATES* 

1968-1969 

IN DOLURS 



Central 

Cities 



////////. Local 
Federal 




Suburban 



Smaller 

Cities 



Rural 



•Delaware, North Carolina, Washington, California, Michigan, New York, Colorado, New Hampshire. (Hawaii excluded.) 
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TOTAL REVENUES IN PERCENT 









FIGURE II-2(b) 



REVENUES BY SOURCE AND TYPE OF DISTRICT 
ALL STUDY STATES" 

1968-1969 

IN PERCENT 



State 

////////. Local 




Central 


Suburban 


Smaller 


Rural 


Cities 




Cities 





•Dolawato North Carolina, W.i<;hitu)ton California. Michigan. New York, Colorado. New Hampshire, (Hawaii excluded.) 
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cities. However, the percentage of state aid relative to all education 
revenues varies sharply, from only 36.3 percent in central cities to 53.5' 
percent in rural districts. 

Federal Revenues . Federal funds, since they contribute only 5.7 per- 
cent of all education funds in the sample districts, do not have a sub- 
stantial impact on revenue differentials. For example, to equalize 
suburban- rural total revenue differences, federal aid to rural districts 
would have to increase from the present $51 per pupil to $204 per pupil -- 
a four-fold increase. Centr.al cities receive the most federal funds 
among the four types of districts on a dollars per pupil basis — $67. 
However, as a percentage of total revenue, federal aid is a higher pro- , 
portion of total revenues in rural districts than it is in other districts, 
amounting to 7.6 percent of all education revenues in rural areas. 

II. D IFFERENCES IN REVENUES FOR EDUCATION BY TYPE OF DISTRICT 

Revenue differentials for education within states, when all revenue 
sources are combined, are attributable primarily to differences in the 
level of local revenues raised by individual districts. The disparities 
in local revenues are greater among states which furnish a high propor- 
tion of the total amount of education support. Where state aid is so 
high, some districts need only tax themselves locally at a very low level, 
yet still have a full educational program. However, when state and local 
revenues are combined, the disparities in these high aid states are 
appreciably lower than in the moderate and low state aid states. The only 
exception to this pattern is New Hampshire, which relies almost exclusively 
on local revenues but concurrently exhibits the least disparities among 



its school districts of all the states in this study. — 

In all eight states except Washington, federal funds tend to reduce 
over-ali total revenue disparities. The impact of federal revenues on 
disparities is not significant, however, because of the relatively small 
amounts involved. Table II-3 shows that state aid, and usually federal 
aid, is equalizing, but not to a level where substantial revenue differ- 

. 13 / 

entials between school districts within the states are eliminated. 

An examination of total revenue disparities among school districts 

by type of district (see Table II -4) across all eight states reveals that 

there are considerable differences, due mainly to the influence of New 

York State, where total revenues are substantially above the levels of the 
14/ 

other states. — Disparities by type of district, if all revenue sources 



— Little differences are found in local revenues for education among the 
school districts in New Hampshire , despite the existence of differences 
in property wealth. Since the variation in per capita income among school 
districts is least of any of the states studied, districts with lower pro- 
perty values are able and willing to tax themselves at a high level. In 
addition to little variation in local funds for education, state aid as 
it is distributed in that stafe tends to be concentrated in districts 
where local contributions are relatively low, thus further equalizing 
total revenues. 

Disparities in per pupil revenues (and in expenditures) in this and 
subsequent tables are expressed in terms of coefficients of variation. 

The coefficient of variation (v) is defined as the standard deviation de- 
vided by the mean. Low values indicate that there is little disparity 
among districts in revenues, expenditures, or whatever else is being mea- ^ 
sured. For example, a coefficient of variation of .05 for average teachers 
salaries in a given state indicates that there is littlo difference in 
average teachers' salaries among the school districts. On the other hand, 
a coefficient of variation of .50 would represent substantial differences 
in salaries. I 

■^^The exclusion of New York State reduces inter-district disparities 
among states analyzed in this study by about half, as shown in Table II-4. 
When the data are viewed in this manner, the disparities appear most re- 
duced among the central city districts. The greatest disparities, however, 
remain in suburban areas* 
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I I&BtE II-3 

COEFFICIENTS OF VARIATION BY SOURCE OF REVENUE— STATEWIDE 

(1968-1969) 





Local Reve- 


Local and 


Local, State and 


STATE 


nues Only 


State Revenues 


Federal Revenues 




Hlah Aid States 



Delaware 


.474 


.132 


.130 


North Carolina 


.535 


.117 


.097 


Washington 


.323 


,114 


.120 


Weighted Mean 


.446 


.117 


.109 


Moderate Aid States 


California 


.321 


.146 


.142 


Michigan 


.328 


.156 


.156 


New York 


.309 


.165 


.134 


Weighted Mean 


.318 


.154 


.142 



Low Aid States 



Colorado 


.294 


.173 


.163 


New Hampshire 


.127 


,112 


.093 


Weighted Mean 


. 267 


.163 


.132 


TOTAL WEIGHTED MEAN 


.341 


.147 


.136 




COEFFICIENTS OF VARIATION BY TYPE OF DISTRICT 
ALL STUDY STATES 
(1968-1969) 
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are included, are greatest among suburban districts, followed by rural 
districts. The least disparities are found among smaller cities. This 
study found that among suburban districts there were also substantial dis- 



that to consider suburbs as homogeneous entities for purposes of education 
finance, as is often done, is erroneous and misleading. 

III. FISCAL CHARACTERISTICS OF SCHOOL DISTRICTS 

Most states believe that the ability of local school districts to 
raise revenues is closely related to per pupil property wealth. This is 
evident in the state aid distribution formulas, and relates to the fact 
that the property tax is the general method of raising local school dis- 
trict revenues. With the exception of Delaware, North Carolina, and New 
Hampshire, all of the states studied show a significant negative correla- 
cion between per pupil property values and state revenues.—^ That is, 
where property values are low, state revenues are high. This reflects the 
fact that the typical state aid formula attempts to "equalize" on the basis 

S 

property wealth, income, proportion of minority students. 



15 / 

parities in other niatters related to revenues, — which 




. 16 / 



State 

(All Sample Districts) 



Correlation Coefficients (r) 
Property Value Per Pupil/State Revenue 



De laware 



. 30 * 

-.15 

-. 48 * 

-. 81 * 

-. 86 * 

-. 75 * 

-. 44 * 

.08 



North Carolina 

Washington 

California 



Michigan 
New York 
Colorado 



New Hampshire 



*1 percent level of significance 
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of school district property wealth. This means that the state uses this tnea 
sure of fiscal capacity or need for distributing at least a portion of 

its funds. 

In Delaware, the correlation be tween per pupil property values and 
state revenues is found to be positive. This is because Delaware uses a 
flat grant personnel unit formula rather than an equalizing formula based 
on property wealth. The result is that districts which have the greatest 
property wealth get more state revenues, for the following reason; the 
state salary schedule recognizes differences in the education and experi- 
ence levels of teachers. The central city of Wilmington, which has a 
very high number of experienced teachers compared to other areas of the 
state, gets more from the state for the same number of teacher positions. 
Also the affluent suburbs have more teachers with advanced degrees than 
other areas of the state, again requiring the state to pay higher salaries. 

North Carolina, which also has a personnel unit formula, shows a 
slight negative correlation, although not statistically significant. The 
reason is that, unlike Delaware, there are very little differences in 
teacher salaries among categories of districts. More importantly, the 

state provides a substantial amount of transportation aid to rural dis- 

1 17 / 

tricts, which are also the districts with the lowest property values.— 

In the case of New Hampshire no significant correlation was found. 
Although a portion of state revenues is distributed on the basis of rela- 
tive per pupil property wealth, the "Meals and Rooms" tax and state 
lottery funds are distributed on a flat per pupil grant basis. Since 



There is a strong negative correlation between state funds for trans 
portation and per pupil property values. 
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these funds amount to a large share of total state education revenues, 

they apparently offset the effect of the state's equalizing formula grant. 

When the relationship between state revenues and per pupil property 

values was examined by type of district across states, it v:as found that 

18/ 

for each type of district type, the correlation was negative. The 
negative relationship is strongest in the suburbs, which do not generally 
qualify for state compensatory funds or transportation funds. 

However, since a large share of a district's property base is fre- 
quently comprised of industrial or commercial property, property wealth 

19/ 

may not accurately reflect the income level of the district's residents. — 
Because of this deviation between income and property wealth, income has 
been suggested frequently as an alternative criterion for distributing 
state revenues. 

A statistically significant negative correlation between per capita 



18/ 

District Type 


Correlation Coefficients (r)* 
Property Value Per Pupil/State Revenue 


Central Cities 


-.36 


Suburban 


-.49 


Smaller Cities 


-.37 


Rural 


-.39 


ALL SAMPLE DISTRICTS 


-.35 



*A11 at 1 percent level of significance 
19/ 

For example, Ann Arbor, a relatively high income community, has a per 
pupil property base of $47,220, considerably below the $76,876 per pupil 
property base in Dearborn, with a lower per capita income. In Ann Arbor, 
72.6 percent of the real property base is comprised of residential pro- 
perty, while only 37.3 percent of Dearborn's property base is residential. 




.tOSSi 



income and state aid was found in four of the six states examined — 

This negative correlation is due to two factors: (1) Rural areas have the 

lowest per capita income as well as the lowest property wealth and receive 
the most state aid. (2) In school districts which are dominantly resi- 
dential, there is a positive correlation between Income and property 
wealth. However, an examination of the correlation coefficients by type 
of district indicates that the relationship between rural district income 
and state revenue la dominant.-^' Thus, the only statistically signifi- 
cant correlation between state revenues and per capita Income is found 
among rural districts. It is therefore evident that state aid, except in 
rural areas, is not closely related to a per capita income measure of fiscal 

capacity. 

In view of differences in demographic characteristics, distribution 



State 

(All Sample Districts ) 

Delaware 

North Carolina 

Washington 

Michigan 

New Hampshire 

Colorado 

*1 percent level of significance. 

nistrict Type 

Central Cities 
Suburban 
Smaller Cities 
Rural 

ALL SAMPLE DISTRICTS 

*1 percent level of significance. 



Correlation Coefficients (r) 
Ppr Capita Income/State R evenue 

.01 

-.32* 

-.38* 

-.39* 

-.20 

-.53* 



Correlation Coefficients (r) 
Per Capita Income/State Revenue 

-.155 

-.105 

-.040 

-.225* 

-.116 



s , .. 



69 
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of property by type, and non-public school attendance, there are consider- 
able differences between per capita and per pupil measures of income and 
property wealth. These differences will be examined in the following 
pages, where it will be shown that the particular fiscal measure of ability 
to pay which is selected can have a significant influence on the distribu- 
tion of state funds to local school districts. 

A. Property l^ealth^^ and Property Taxes 

In some states, the property base utilized for levying school taxes 
includes both real and personal property.—^ Per pupil property wealth, 
as shown in Table II-5, is $48,837 in central cities, exceeding the subur- 
ban average by about 35 percent. Central cities also show the least varia- 
tion in property wealth. The greatest differences in property values occur 

24/ 

among suburban districts. — Per pupil property wealth in smaller cities 

is somewhat below the suburban level. Rural areas have the lowest 



22 / 

— 'Assessed property values are adjusted for each school district in this 
study to reflect full or "market" value, on the basis of official assess- 
ment to full value ratios provided by each state. However, this study 
found wide uiscrepancies between the state ratios and those computed by 
the 1967 Census of Government and other independent studies. In Delaware, 
the ratio utilized by the state exaggerated the market value of property 
in Wilmington, relative to its suburbs. It is likely that in rapidly 
growing suburbs, property values are understated relative to central cities. 

23/ 

Delaware and New York tax only real property. In Colorado 13.7 percent, 
Michigan 23.2 percent. New Hampshire 7.2 percent. North Carolina 30.9 per- 
cent, and Washington 17.7 percent of the property base is comprised of per- 
sonal property. The greatest share of the personal property tax falls on 
commercial and industrial goods, although some states also tax agricultural 
goods, motor vehicles, and household goods. 

24/as Other parts of the study have noted, suburban districts not only dif- 
fer from each other in property wealth but in many other characteristics, 
including income and expenditure levels for education,. 
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property wealth In all states examined with the exception of Colorado. 

Property wealth In the central city Is high relative to suburbs (and 
also to other types of districts) for several reasons, Including the fol- 
lowing: (1) A high concentration of commercial and, to a lesser degree. 

Industrial property (2) A higher percentage of non-public school en- 
rollment; and (3) A high rate of out-ralgratlon of households with children 
In the school age group. These latter two factors are significant since 
property wealth Is measured on a per public school student basis. 

A comparison of effective school property tax rates in 1968-1969, in- 
cluding real and personal property, is shown by state and type of district 
In Table II-6. As this table Indicates, using either weighted or un- 
weighted averages, suburban areas have the highest tax rates. However, 
despite the higher average tax rates for schools, the suburbs raise less 
revenue from property than central cities, because of their lower property 
values. The use of weighted tax rates results In the lowest taxes being 

r. 

paid by rural areas, with both large and smaller cities having approxi- 
mately the same tax levels. Treating each state equally (unweighted aver- 
age), rural areas and central cities have the lowest tax rates, followed by 
smaller cities. As would be expected, the three states with high levels of 
state funding have an average property tax which Is less than half the 



Rural property wealth as shown In the 1967 Census of Governments , Vol. 
II, Is considerably understated in most states. Therefore, state -provided 
equalization iatlos utilized In the study do not fully reflect differences 
In assessments. An analysis of North Carolina undertaken for this study 
indicates that property tax collections could be Increased by about 15 per- 
cent If acreage and farms in rural areas, and to a lesser extent vacant 
lots In urban areas, were assessed at the level of residential property, 

— ^In San Francisco 43.5 percent. New York City 41.8 percent, and Detroit 
40.4 percent of all real property In 1966 was comprised of commercial and 
Industrial land and buildings. Outside metropolitan areas, the national 
average was onlv 17.4 percent for^(l|965. 

f ■„ 

!. — 





TABLE II-6 



EFFECTIVE TAX RATE FOR SCHOOLS 
REAL AND PERSOML PROPERTY 
(Per $100 Market Value) 



Central Smaller 



' state 


Cities 


Suburban 


Cities 


Rural 


[• 

Delaware 


$ .66 


$ .59 


$ .55 


$ .22 


j: 

North Carolina 


.67 


- 


.61 


.46 


■f. 

r Washington i 

cr 


.62 


.82 


.59 


.53 


1 California 


1.02 


1.22 


1.23 


1.03 


r, 

1 Michigan 


1.04 


1.31 


1.21 


.87 


New York 


1.48 


2.09 


1.67 


1.75 


1 New Hampshire 


1.55 


2.71 


1.97 


2.38 


1 Weighted Average 


1.18 


1.38 


1.21 


.95 


1 Unweighted Average 


1.01 


1.96 


1.12 


1.03 






ERIC 



73 






Statewide 

Average 

$ .49 

.55 

.63 

1.12 

1.16 

1.89 

2.06 

1.21 

1.18 
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average property tax for education in other states. New Hampshire, with 
minimal state funding, and New York, with moderate state revenues for edu- 
cation, have the highest tax rates. 

Since five of the states studied levy taxes on both real and personal 
property in varying proportions, and two states tax real property only, a 
more meaningful inter-state tax comparison is to extract the share of 
locally assessed personal property, as shown in Table II-7 from the pro- 
perty base. This procedure narrows but does not eliminate the gap bet- 
ween New York and other moderate state aid states. The taxes in North 
Carolina and Washington are increased relative to Delaware, which taxes 
only real property, but tax rates in all three high state aid states re- 
main at only half the level of those in the moderate aid states. Rural 
areas have low per pupil property values and low property taxes (with the 
exception of New York and New Hampshire, as shown in Table II-6) . As a 
result, revenues raised in rural districts for schools are below the level 
of other districts in most states. This may be due to differences in in- 
come, as well as the higher cost of purchasing education resources in sub- 
urbs relative to rural areas, thus requiring greater local effort to main- 
tain basic school programs. In addition, rural areas tend to have little 
commercial- industrial property, where part of the burden of the tax can be 
shifted out of the district. This means that in rural areas, a greater 
tax burden is borne directly by owners of residential property and farm 

land. In North Carolina and Delaware, most rural districts show little 

I 

inclination to supplement state aid to any great extent, with some districts 
in both states raising practically no local revenues. This is not, however, 
the situation in New York or New Hampshire. In these states, the sample 
rural districts tax themselves at rates close to the other categories of 

■ ■ 74 



TABLE II-7 



ASSUMED"^ TAX MTE - REAL PROPERTY ONLY 
(Per $100 Market Value) 



State 


Central 

Cities 


Suburban 


Smaller 

Cities 


Rural 


Statewide 

Average 


Delaware 


$ .66 


$ .59 


$ .55 


$ .22 


$ .49 


North Carolina 


.94 


- 


.86 


.65 


.78 


Washington 


.77 


1.01 


.73 


.65 


.77 


California 


1.17 


1.40 


1.41 


1.18 


1.29 


Michigan 


1.35 


1.70 


1.57 


1.13 


1.51 


New York 


1.48 


2.09 


1.67 


1.75 


1.89 


New Hampshire 


1.67 


2.93 


2.13 


2.57 


2.22 


2/ 

Unweighted Avg.— 


1.15 


1.62 


1.27 


1.76 


1.25 



- For purposes of inter-state comparisons, personal property 
taxes in all states except Delaware and New York, which tax 
only real property, were excluded from the property base, 
and assumed property taxes based only on real property wave 
computed . 

-^Weighted average not computed. 
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school districts. 

Although central cities In the states studied have lower tax rates 
for schools than the average suburban tax rate, such comparisons are not 
meaningful without considering the Impact of two factors: (1) The per- 

sonal property tax,— ^ and (2) "Municipal overburden," or taxes for non- 

education public services. Although this study did not examine the Issue 

28/ 

of municipal overburden to any great extent, — the proportion of total 
property tax collections allocated for schools was compared to that for 
other public services by type of district for the states of Delaware, New 
Hampshire, and North Carolina. This comparison, as would be expected, in- 
dicates that cities allocate a much larger share of their total budget for 

29/ 

non-education services than do other types of districts. The cities in 



27 / 

Central cities, and smaller cities with a high concentration of industry, 
in states which tax industrial and commercial tangible personal property, 
are benefited by the broadened property tax base. As examples, 36. V per- 
cent of locally assessed property tax base in Detroit and 20.8 percent of 
the base in San Francisco is personal property, considerably above the 
balance of the state averages of 20.6 percent and 10.0 percent. 

~^The issue of municipal overburden also involves fiscal flows between jur- 
isdictions and differences in level and quality of public services, as well 
as the importance of particular public services to residents. These fac- 
tors require an in-depth examination to determine the extent to which "muni- 
cipal overburden" exists and its impact on school financing. 

“^For example, in Wilmington, Delav;are, school district property taxes 
comprise only 35 percent of all property taxes, compared to approximately 
60 percent of property tax collections in suburban school districts. Since 
the property tax rate for schools is about the same in Wilmington as in the 
suburbs, total property taxes are almost twice as high in Wilmington as in 
the incorporated municipalities of suburban New Castle County. Similarly, 
in North Carolina, cities in metropolitan areas allocate 34.7 percent of 
their property taxes to schools, while counties containing no cities over 
10,000 population allocate approximately one-half of their property tax 
collections for schools. In New Hampshire, the central city of Manchester 
allocates 42.8 percent of its property tax to education, the suburbs 63.2 
percent, and rural areas 72.1 percent. Thus, these three states follow 
the same pattern. 
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the.e states »ere found to allocate a lover percentage of their property 
tax for schools, but more dollar (because of higher property values) than 

other types of districts. 

B. Per Capita and Per Pupil Income 

Per capita and per pupil income data on a school district level, as 
ahovn in Table II-8 and Figure II-8, are based on Adjusted Gross Income 
(AGI) data from the Internal Revenue Service for 1966.- Fer capita and 
per pupil income have been computed by school district for all states in 

the study with the exception of New York and California. 

In general, as shown in Table II-9, average per capita Income in sub- 
urban districts is above that of central cities. Thxs means that 
state funds were distributed on the basis of fiscal need as measured by 
per capita Income, central cities would have an advantage over suburbs. 



4 *. ri npr DUDil incoiue were derived by matching the 1966 Inter- 
Per capita and per pupil inc . . nersonal income tax return 

nal Revenue Service computer tape conWinteg^pers^^^^^^^^ 

data according to zip code with t P ^arv and Secondary School 

the 1968-1969 Office of Education Public the zip codes 

Mrectory. Since with this “S/^larce ^ procLs In- 
can be matched with the appropr a school districts through the use of 

volved manually allocating "JF and'zip code 

school district maps f f ‘"^8 from the^Offlce^ot 

boundary maps obtained from the U. . report high income tax returns 

cities with low-income ^ to^neyrand aLountants In this 

because of the location of bo , allocated among the school 

part of the city, returns f "®”pc;iietlon estiLtes were ob- 

districts in the entire metropolitan . rpturns filed by those 

talned by adjusting p°rM of population not listed 

over 65 years of age * p P P gchool districts 

as dependents, ’^hsse values were compared In the ^ „66 

coterminous with the and to the 19V0 Cen- 

TurifCulfti™ v^ires for large cities and suburbs, in order to deter- 
mine the reliability of the methodology. 
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ii'The State of Washington is the ““/“™g„cTirher"ttarCt ofTe 

Of the central city school districts is 5.6 percent nigne 

suburbs. 
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However, if per pupil income is used as the measure of ability to pay, the 

central cities lose this advantage. 

Differences in per capita arid per pupil Income between central cities 

and suburbs are due to two factors: demographic characteristics and non- 

public school enrollment. Households with children in the school age 
group, particularly white households, have been migrating from the central 

cities to the suhurhs, with the result that children are a smaller fraction 

32/ 

of the total population in central cities than they are in the suburbs. 

In addition, in states where non-public school enrollment data were avail- 
able by school district, central cities were found to have a much higher 

33/ 

proportion of non-public school enrollment than their suburbs.-^ Rural 

areas would be the major beneficiaries of any allocation formuU utlUalng 

a per pupil Income measure, since per pupil income is less than half the 

34/ 

central city or suburban average. 

A comparison of per capita income and per pupil property wealth, as 
shown in Table II- 10, indicates a dramatic difference between income and 
property wealth, particularly if viewed in terms of criteria for measuring 



—^For example, 27.4 percent of Wilmington’s total 

five to r^ineteen years of age. In the balance of urbanized part of ^ 

the SMSA, this percentage is 30.8 percent. In the city o ^atecorv 

percent of the population is in the five to nineteen year-old category, 
compSd to 32.1 percent in the balance of the SMSA a driference of over 
19 percent. These differences result in considerably higher per pupil 
lLoS“nd property values compared to per capita Income and property values, 

^'In Wilmington, 33.7 percent of all enrollment is in non- pub lie schools, 
comparL to the suburban average of 18.9 percent, a dif^^rence of about 78 

percent. In Detroit, 24.5 percent of students attend non-public schools, 

while suburban non-public school enrollment is 19.4 percent. 

^/Rural areas have very low non-public school enrollment and larger house- 
hold size than do urban areas. - _ 

■ '81 
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"ability to pay." As noted above, average per capita income in suburbs is 

generally above the central city average. However, property values are 

35/ 

substantially higher in central cities. — Although per pupil income in 
rural areas, as noted above, is less than half that of the suburbs, per 
pupil property values are only 27.1 percent lower. Rural districts would 
therefore benefit from an allocation formula based on any of the fiscal 
measures discussed in this section, but these districts would clearly re- 
receive the most funds if per pupil income were used as the distribution 
criterion. 

In the case of smaller cities, all four of the fiscal criteria approxi 
mate the state average. Thus, in these districts, it makes little differ- 
ence which fiscal measure is considered as the basis upon vTliich state aid 

is distributed. , 

C. Minority Enrollment and Education Finance Characteristics 

Many school administrators, federal officials, and academics have 

argued that the educationally disadvantaged student requires a higher cost 

36/ 

educational program than the average student. — The percentage of minori- 
ty students has frequently been used as an index of the need for more 



35 / 

“ In the. state of Washington, where central city per c-apita income is 5.6 
percent above that of the suburbs, the per pupil property wealth of the 
central cities is over 87 percent higher than the suburban average. 

Pi/see,e.g,, Levin, Guthrie, Kleindorfer, and Stout, "Capital Embodiment: 
A New View of Compensatory EducationV in Education and Urban Society , Vol. 
Ill, No. 3, 1^71, p. 301; Berke and Kelly, "The Financial Aspects of 

Equality of Educational Opportunity," Testimony presented to the O.S. 

Senate Select Committee on Equal Educational Opportunity, September 22, 
1971. 
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37/ 



educational resources. — Thus this study looks at the relationships bet- 
ween minority enrollment—^ and selected education finance characteristics 
such as revenues by source of funding and various fiscal capacity measures. 
These relationships are illustrated in Table II-ll. 



Of the total enrollment of all states in the study,—/ 27.7 percent 



are blacks or other racial minorities. In the central cities, 48.0 per- 



cent of all students are from minority groups, compared to 11.6 percent 

40/ 



41/ 



in suburban areas,— 18.7 percent in smaller cities, and 16.3 percent in 
rural districts . 

The greatest variation is found among the suburban districts of all 
sample states; the least variation Is among central city school districts 
There is a significant positive correlation between total revenues 
I for education and high minority enrollment and between local revenues and 
high minority enrollment. The relationship between federal revenues and 



^/c 



' — See, e.g., Berke , "Federal Aid to Public Education: Who Bene- 

fits?" U.S. Senate Select Committee on Equal Educational Opportunity, 

April 1971; Burke, Kelly, and Garas, Educational Programs for the Culturally 
Deprived-Need and Cost Differentials (National Educa.tlonal Finance Project, 
Special Study No. 3, Albany; 1970). 



38/, 



— ^Data obtained from U.S, Department of Health, Education and Welfare/ 
Office of Civil Rights, Directory 6f Public Elementary and Secondary 
Schools in Selected Districts; Enrollment and Staff by Raclal/Ethix ic 



Group . Fall 1968, include American Indian, Negro, Oriental and Spanish- 



surnamed Americans. 
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This section of the report Includes analyses from eight states; Dela- 
ware, North Carolina, Washington, New York, Michigan, California, Colorado, 
and New Hampshire. 



The high suburban average is due in _part to the inclusion of districts 
such as Highland Park, Inkster and llamtramck in Michigan and De La Warr In 
Delaware as "suburban," although they have many of the characteristics of 
central cities. ^ 






—'The coefficients of variation are 1.28 for the suburbs compared to .26 
0~li for central cities. 



ERIC 



-.rs .. 



84 






I 




1/ Include central cities of Delaware, New Hampshire, and North Caorllna 
2/ Exclude county-wide urban districts of North Carolina 
* 1 percent level of significance 
** 5 percent level of significance 
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minority enrollment is even stronger, in large part due to the distribution 



These relationships /ref lect the fact that central cities generally have 

the highest revenue per pupil and also the highest proportion of minority 
11 

enrollment. 

The pattern found between central city revenues and minority enroll- 
ment does not hold true for the other types of districts, however. In 
some suburbs, smaller cities, and particularly in rural areas, as the per- 
cent of minority enrollment rises, the total revenues and local revenues for 

44/ 

education both tend to fall. 



Title I of the Elementary and Secondary Education Act of 1965: finan- 

cial assistance to local educational agencies for the education of chil- 
dren from low Income families or from families who are welfare recipients. 
Title I aid, which parallels the distribution of minority enrollment to a 
considerable extent, is highest in dollar terms in central cities, where 
it averages $35 per pupil, and lowest in suburban areas, amounting to only 
$8 per pupil. Rural districts receive an average of $28, smaller cities 
$22. Within categories of districts, the greatest differences in Title I 
aid, as in minority enrollment, are found among suburban and rural dis- 



studled have more than 50 percent minority enrollment. Of these seven 
communities, three have state and local revenues above their suburban aver- 
age and four below their suburban average. An additional ten suburban 
school districts have 25 to 50 percent minority enrollment. Of these. 



their suburban average. It should be noted that quite a few suburban dis- 
tricts in the states of California and New York with minority enrollments 
of over 10 percent are both affluent and have exceptionally high educa- 
tional expenditures. In California, these communities include Culver City 
(12.2 percent minority), Pasadena (38.6 percent) , Santa Monica (20.7 per- 
cent), Palo Alto (10.0 percent) , Berkeley (53.5 percent) . New Rochelle, 
with 22.3 percent minority, is the principal example in New York State of 
a district with such characteristics. Thus the' relationship between minority 
enrollment and total school revenues presents a very mixed pattern in sub- 
urban districts. In contrast, most rural areas with a high percentage of 
minority enrollment are both poor and have low expenditures for education. 

The correlation coefficient betwe,en;_tota^l revenues and percent minority in 
rural areas is -.34. ^ ' v^r» 



of funds under Title I of the Elementary and Secondary Education Act.~^ 




trlcts. 

— ^Since central cities comprise 34.3 percent of total sample district ADA, 
these cities tend to dominate average values. 

— ^Among the sample districts, only 7 of the 159 suburbs in the eight states 



three have below and seven have state and local revenues that are above 



SR 
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There is also a negative correlation between per capita income and 
percent minority: the higher the income, the smaller the minority enroll- 
ment. This relationship is particularly strong in rural areas. However, 
there is a positive correlation between per pupil income and percent 
minority; this seemingly contradictory situation exists because areas of 
high minority enrollment tend to have more students in non-public schools 
and a lower percentage of population of school age. Finally, there is no 
significant correlation between per pupil property values and percent of 
minority students. 

In sum, minority students in rural areas are distinctly at a disad- 
vantage in obtaining revenues. In contrast, in urban areas, particularly 
in the larger cities, funds for education are frequently higher in areas 
with considerable minority enrollment. 

IV. WHO PAYS FOR PUBLIC EDUCATION ? 

This section of the report is concerned with the disparities in tax 
burdens among various income groups for the support of public elementary 
and secondary education.—^ This study examines both the state and local 
tax burdens for selected income groups in the states included in this 
study Comparisons are made among the states and between the urban and 
rural areas within a particular state.— ^ Since most of the proposed 

— ^Tax burden calculations include revenues for both current and capital 
expenditures. 

—^States included in this aspect of the study are Delaware, Hawaii, North 
Carolina, and Washington (high aid states); California, Michigan, and New 

York (moderate aid states); and New Hampshire (low aid State). 

The Department of Labor provides statistics on expenditure patterns for 
urban and rural non- farm households by region, which were utilized in this 
analysis to estimate expend itureg for items subject to state and local taxes 
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alternatives to the present method of financing education Involve Increas- 
ing the state share of public school funds, an analysis of the existing 
state tax structure for education is Important In examining education fi- 
nance characteristics. 

The analysis consists of two parts: (1) An estimate of the direct 

and Indirect taxes paid by households Into the state gent^ral fund for 
elementary and secondary education, or Into state funds earmarked for edu- 
cation. (This estimate excluded federal Income tax offsets). (2) An estl- 

48/ 

mate of the local taxes for education paid directly by households. — 

A. State Taxes 

All major state tax payments by households Into the state general 

fund and special funds earmarked for education are calculated by Income 
49/ 

groups. — The analysis took Into account that part of the corporate in- 
come tax and selected other taxes that are shifted to out-of-state resi- 
dents, but it did not estimate the portion of corporate taxes shifted Into 
each of the states studied. Thus total state tax burdens are somewhat 
understated In this analysis. 

Average state tax payments to the state general fund and to ear- 
marked funds for public education are shown by Income groups In Table 11-12. 
As this table shows, three states have regressive tax structures, two are 
essentially proportional, and three have progressive tax structures. 

48/ 

— Detailed data are given for each state in Volume II. 

^/Households are grouped by money classes on the basis of demographic: and 
regional distributions provided in the Department of Labor Survey of Con - 
sumer Expenditures and Income , July 1964. State persoMl income taxes, 
grouped by states on the basis of income as reported bii tax returns, are 
converted for this study into household units which conform with the De- 
partment bf Labor household unit size by Income. 






72 



Cs| 

1-^ 

I 

H 

H 



eS 






• ,;>:■,•• 

'■.■■■I''' 

:)y{S 

■-SS 









ERIC 



W 

§ 

O 



Ki 

O 0) 

O > 

o o 

lO 'd 
rH g 
<o- d 



o o\ 
o o> 
o o\ 

«\ #« 

o 

rH iH 
<J> 



I 

o o\ 

O CTi 

m o\ 

#S 91 

o> 
<o* 



o o\ 
o ON 
o 

vD 

</> 



I 

O <Tt 
O ON 
O ON 

9 V 9 * 

in m 

<o* 



O ON 
O ON 
O ON 

9 V 91 

<o- 



O ON 
o ON 
O ON 

9^ r 

CO CO 
< 0 - 



in 

CM 



CM 

CM 



^2 

O 

CM 



00 



ON 

CO 



VO 

CO 



in 



CM 



H 



CM 

CO 



o 



<! 

CO 



00 

CM 



m 



CM 



CO 

CM 



O 

CM 



<»• 

O 



vO 



in 

CO 



m 

CO 



-4- 

CO 



in 

CM 



CO 

CM 



^9 

in 



CM 



00 



<»• 

CM 



m 

CM 



CM 



CM 



CM 



CM 

CM 



H 

CM 



00 



00 



CO 



00 

CM 



CM CM 00 

• • • 

iH CM rH 



CM rH 00 

• • • 

rH CM iH 



O 



m 

o 



m 

o 



^9 



00 



CO 



CO 



CJ 






H 


1 

0 ON 




s 


0 ON 




0 CJN 
, 9^ ^ 


CM 

• 


Oi 


CM CM 


rH 


CO 


-CO- 





VO 



CO 



CO 



rH 

CO 



cO 

CM 



CO 

CM 



00 



m 



m 

o 



VO 

o 



VO 

o 



w 



0) 

(S 

I- 

H 

0) 

P 



ctf 



cd 

a 



o 

13 

o 

u 



a 

o 

AJ 

dO 

5 

. w 



Cj 

•H CMI 



g 

o 

•H 

H 

(d 

o 



g 

dO 

•H 

O 



9^-5 

M 

O 

>* 



0) 

u 

•iH . 
CO 

I 

A 

525 



'8E- 



89 



rH 

P 

o 

4H 

'd 

0) 

4J 

Oj 

CJ 



0) 

rH 

^ 0) 

H 4 J 
•H 

d M 

> o 

d MH 
0) CO 

u a 

0) 

U TJ 

d d 
4 J 9Q 



rH 


d 




rH 


•d 


X 


d 




d 




X 


4J 


/*S 


d 




(0 


AJ 


00 


0) 




q 


X 


0) 


•H 


d 


a 


AJ 


4J 


0 


d 




0 


& 


'd 


d 


a 


0) 


•iH 


0 






0 




0) 




d 


U 




B 


d 


•H 


P 


4J 




d 


CO 


*d 



0) 



CO 

0) 

4J 

d 

4J 

CO 

0) 

i 

CO 



I 



CO 

0) 

g 

4J 

0) 

g • 

0) C3 

d 

rH O 
Cd d 
M ^d 
0) 0) 
d 

0) >N 

dO M 

d 

0) ^d 

4 J d 

d o 

4 J O 
CO 0) 
CO 
MH 

o •d 



0) CO 

o d 

5 >, 

CO dO 

o 

rH 
CO O 
•H 

CO O 

>N ^ 

rH 4J 
d 0) 

g ® 

0) 

d -d 
d 4J 
dfi 

•H O 

o 

•H *d 
S 0) 
4J 

<U 04 

-d d 

4J 

d 

5 

rH 
CO iH 
0) TJ 
•H d 

o 0) 

M 



g 



g 

•H 

AJ 

U 

O 



Si 



§■§ 
(ij J 
0) 



Ck. fl) • 

fl) ^ ^ 
M *0 
U 4-1 9 
0) O 4-1 
•H CS 0) 

*o 

•d CO 
0) rH •H 

a d -d 
o o 

CO o ^ 
H 

0) 4J iH 

d 

^ CO 
4J 0) 

0) O CO 
u MH 
<U M 

"i 

Si -S S 






73 

Low Income Households . State tax burdens for low income households 
tend to be relatively low in two high state aid states — Delaware and 

North Carolina. They are high in the two other high aid states -- Hawaii 

(which has the highest state tax rate for low income households of all 
states in this study) and Washington. Low income households in Nev^ Hamp- 
shire (where the state contributes very little to education) and in Cali- 
fornia (a moderate aid state) pay the smallest proportion of their Income 
for education of the low Income groups in the states examined. 

Moderate Income Households . In the $7,000 to $9,999 income class, 
state tax burdens are comparable In all states examined, with the excep- 
tion of New Hampshire whose residents in this income class pay only 0.4 
percent of personal Income in state taxes for education. Hawaii has the 
highest rate for this category,' at 3.5 percent, followed by North Carolina 
at 2.5 percent. High state aid states, as would be expected, have 

slightly higher state tax rates compared to the other states. 

High Income Households . At the $15,000 and over income level, the 
same trends shown in the moderate Income group are evident, with Hawaii's 
state taxes of 3.9 percent the highest and New Hams ph ire’s level of 0.4 
percent the lowest. North Carolina taxes on high Income households are 
3.6 percent. 

B. Local Taxes 

j^Local taxes, primarily real property taxes,— ^ are the major source 

—^Although the major share of propertyCvtaxes are derived from taxes on 
real property , a number of states also tax tangible persona 1 property , 
primarily commercial and industrial goods, for education. Tangible per- 
sonal property amounted to 13.4 percent of all property in the eight states 
studied. As a result, the effect of local taxes is understated in those 
states which have a tax on tangible personal property. 
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of local tax revenue. These taxes, shown in Table 11-13, have been allo- 
cated to income groups on the basis of the 1960 Census of Housing ratios 
of house value to income for one or more metropolitan areas in each state 
included in this aspect of the study, and on the University of Michigan 
1968 Survey of Consumer Finances, which provides values of owner- occupied 
housing and rental payments according to family income. It is assumed 

for purposes of this analysis that the same house value/ income relationships 
exist outside the metropolitan areas. The values computed for this study 
exclude personal property taxes paid by homeowners. — Real and personal 
property taxes paid by industrial and commercial enterprises are also 
excluded. Non-res idential property taxes are in part shifted to consumers, 
both within and outside the state, and are in part absorbed by the owners 
of the property. Since the calculations in this report have excluded this 
effect, the values derived understate the total burden of the property tax 



— ^An examination of effective tax rates for homeowners and renters for 
the years of 1960 and 1968 indicated no substantial differences in tax pay- 
ments as a function of income. Therefore, values derived from this 
analysis are limited to homeowner- income to house- value ratios, as shown 
in the following example: if in a particular urban area, an average 

household earning $10,000 owns a $16,000 home, and the effective property 
tax rate is $2.00 per $100 of market value, the household pays $320 in 
school property taxes, or 3.2 percent of its total household income as de- 
fined by the Bureau of the Census. In the view of the authors of this 
study, house value to income ratios as shown by the Bureau of the Census 
for the higher income families are too low, particularly in suburban areas. 
This tends to underestimate taxes paid by middle and upper income families. 
This study assumes that the property tax on improvements is shifted for- 
ward to tenants. See Netzer. Economics of the Property Tax (The Brookings 
Institution: 1966), Table III-8. ,, 

52/ ' ' 

— As shown in the 1967 Census of Government , Vol. 2, Table 22, only a small 
fraction of personal tangible property taxes involve household goods. 
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on households in all income groups. 1^/ 

Many low income families rent public or subsidized housing which may 
be tax exempt. In addition, a number of states reduce the property taxes 
of low income homeowners 65 years of age or over. The values for the 
average property tax burden for low income households shown in the accom- 
panying tables may consequently be higher than the actual burden on these 
income groups In view of these limitations in computing the burden of 

property taxes, the principal function of this analysis should be viewed 
as enabling comparisons to be made among and within states. 

In addition to the property tax, other local taxes are allocated for 
education, such as sales taxes in Michigan, utility taxes in a few cities 



•^^^Industrial and commercial property varies from 22.1 percent of real 
property in Washington to 37.4 percent of real property in New York. In 
states examined for this study, the inajority of personal property taxes are 
on industrial and commercial goods. To determine the impact of commercial 
and industrial property, an analysis of the inclusion of this item was 
made for the States of North Carolina and Washington. It was found that 
the tax burden of low income urban households in North Carolina increased 
from 3.8 percent to 4.0 percent, a five percent increase. For urban house- 
holds, taxes increased from 4.3 percent to 4.7 percent, a nine percent 
increase. This indicates that adding commercial and industrial property, 
based on the assumption that part of the tax is paid by owners of the busi- 
ness enterprises, increases the tax burden relatively more for higher in- 
come households than for lower income households. (See Vol. II, North 
Carolina and Washington.) However, the overall regressive pattern of the 
property tax is not affected by this addition. Concurrently, homeowners, 
particularly those in high income tax brackets, can offset a considerable 
part of the property tax by deducting their tax payments from federal 
income taxes. (In states where data was available, state income tax deduc- 
tions were included in the cOTiputation of state income tax burdens.) 

^/a number of additional factors may contribute to the highly regressive 
pattern shoiwi by the use of Census of Housing data. These include the 
following: (1) Census values consider only current income, rather than 

income over time. It has been shown that expenditures for housing, as 
noted in Netzer, op.cit., are generally governed by their long term income 
expectation. (2) The imputed income values of owner-occupied housing is 
not estimated. 
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in New York State, capitation taxes in Delaware, and lottery profits in 
NeW' Hampshire. The effect of these taxes is included in estimating local 
tax burdens. 

Local property tax rates, even if the effect of property taxes paid 
by industrial and commercial enterprises is considered, are found to be 
I regressive. The percent of income paid in local property taxes varies 
^ primarily with effective school district tax rates, since the house value 
to income ratios and rent as a percentage of income does not appear to de- 
viate sharply between metropolitan areas in the states examined. As a re- 
sult, the highest share of income paid through all local taxes for educa- 
tion is paid in New York State, where the burden ranges from 10.9 percent 
of income in the $2,000 to $2,999 household income group to 2.2 percent 
for households with incomes over $15,000. The inclusion of property taxes 
paid by industry and commerce as well as on other personal property, as 
noted previously, will result in somewhat higher local school tax burdens, 
and also result in a slightly less regressive total local property tax 
structure. It is of interest to note that local property taxes are 
slightly lower in New Hampshire than in New York, despite the fact that 

about 85 percent of all school revenues in New Hamsphire is derived from 

. 55 / 

the property tax compared to approximately half in New York. ' 

C . Combined State and Local Taxes 

As indicated in Table 11-14 and Figure 11-14, the combined state and 
local tax pattern varies from a "U" effect (lowest taxes for middle income 



55/ 

— Although differences in house value to Income ratios among cities are 
not great in 1960, the ratios were higher in the New York mv^tropolitan 
area than in New Hampshire. 



PERCENTAGE OF TOTAL INCOME-STATE AND LOCAL 




FIGURE 11-14 



COMBINED STATE/LOCAL TAX BURDEN FOR EDUCATION 
BY SELECTED INCOME GROUPS 1968-1969 
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51-oups) in Delaware and North Carolina to a generally regressive pattern 
ill the other states. 

combined state and local tax rates for selected Income groups, 
wlighted by the urban and rural population of each state, are shown in 
Table 11-15. State taxes allocated for primary and secondary education 
are proportional up to the $10,000 household income category, progressive 
for higher income groups. Local taxes, dominated by the property tax, are 
consistently regressive. The combined state-local taxes for education are 
regressive up to the $15,000 group. However, taxes for the highest (over 
$15,000) category are somewhat higher than for the $10,000 to $14,999 In- 
come group. It should be noted again that these estimates are conserva- 
tive. An approximation is that the average household pays over five per- 

cent of its income for elementary and secondary education 

The states with the highest over-all taxes for education are at each 
ends of the Income spectrum - New York , with the highest income and North 
Carolina, with the lowest income among the states examined. 
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PART II 

INTER-STATE AND INTRA- STATE 
EXPENDITURE COMPARISONS 

I. EXPENDITURE DIFFERENTIALS BY FUNCTION 

This section of the report deals with differences in expenditures 
among school districts by function (e.g., plant operation and mainten- 
ance, instructional personnel, and transportation). It analyzes data 
from six states — Delaware, North Carolina, and Washington (high aid 
states) and New York, Michigan, and California (moderate aid states). 

A. Disparities in Expenditure Levels^ 

Per pupil expenditures among states included in the study, as 
shown in Table 11-16 and Figure 11-16, vary considerably, from $567 in 
North Carolina to $1,229 in New York.— ^ Total current operating expen- 
ditures per pupil are higher in central city districts compared to suburbs 
in all states except Michigan. If federal funds are excluded, expenditures 
in the suburbs of the State of New York exceed average expenditures of cen- 
tral cities in that state. However, in the remaining four states, central 
city expenditures exceed the suburban average even with the exclusion of 
federal funds. The major factor resulting in expenditure differentials 
between central cities and suburbs in all states, including Michigan, is the 
level of teacher expenditures, discussed later in this chapter. 

^/per pupil expenditures by function for each type of district by state 

are shown in Tables 11-25 -through 11-28. 
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FIGURE II-»i6 

TOTAL STATE EXPENDITURES BY FUNCTION 

Dollars Per Pupil 

(1968-1969) 
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Again with the exception of Michigan, smaller cities in the states 

in this study have lower total expenditures than the central cities, while 

58/ 

rural areas spend less than any other types of school district. — 

B. Proportion of Expenditures by Function 

As noted above, total per pupil expenditures vary considerably among 
states. In the following pages, this report tries to determine whether the 
proportion of the budget each state allocates for specific functions also 
shows considerable inter-state and intra-state (by type of district) 
deviation. 

1. Instructional Expenditures. As shown in Table 11-17 and illus- 
trated in Figure 11-17, expenditures for instructional functions, excluding 
fixed costs for pensions and other teacher benefits, vary considerably — from 
63.1 percent of the total education budget in North Carolina to 73.2 per- 
cent in California. When total instructional expenditures are examined 
in terms of components, the following is found: 

(1) The proportion of budget allocated for teachers, 

with the exception of New York, shows little variation 
among states, despite the fact that dollars per 
pupil expended for teachers vary sharply. 

(2) The proportion of the budget allocated for principals 
and supervisors shows a much greater range than that 

North Carolina is an exception to this expenditure pattern. There, the 
high cost of .transportation in rural areas results in higher total expen- 
ditures in rural areas compared to' smaller cities, although rural areas 
spend $20 less per pupil for instructional expenditures than these 
cities.' 
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for teachers. 



59/ 



(3) Other instructional personnel vary considerably among 



60/ 



the states in percentage of total expenditures. 



(4) Other instructional expenditures (supplies, textbooks, 
etc.) also vary in their percent of the total budget, 
Washington having the highest proportion and North 



Carolina the lowest.-^^ 



2. Non-instructional expenditures. Non- instructional expendi- 
tures, which do not suffer from the same definitional problems as instruc- 
tional expenditures, vary from 16.9 percent in California to 22.3 percent 
Delaware. An examination of the components shows the following; 



in 



(1) Transportation costs vary as a proportion 
of the total budget from 4.4 percent in 
New York to as low as 1 . 6 percent in 
California 



59/ 



^ Expenditures for principals °^Part 
current operating expenditures in Delaware to 6. 5. percent i . *♦ 

of this difference may be attributable to ••Lher 
and supervisor and also classroom teacher. (Note that in NeW; York, other 
instSoLFpersonndl- is only ^.{7 percent of all expenditures while in : 
California it is 9.0 percent.) ^ 



—'^The ranee in ''other instructional personnel^ is from a low 1.4 percent 
in SortS ?lroUna to a high of 9.0 percent in California. ^As noted in ^ 
nection with principals and supervisors, part of the variation may be due 

to differences in definition.^^^^;: '^^^^ 

aMgh "othianstr^Uonal’V expenditures ih,Wshington appear^t^e^^^^ 

two i?ems: <:l®Hcal staff, $28 and supplies. '$29'per^pupU ; 

North Carolina spends only $6 per pupil for cleric « ^ a».4r*nfl1 px 

should be pointed out that in North Carolina miscellaneous educational^e 

pehditures! which would include "other instructional' expenditures, were 
grouped under ''other costs'', siripje^^ difinitions of what this item 

included could not be ascertained. 
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FIGURE 11-17 



STATE EXPENDITURES BY FUNCTION 

AS SHARE OF TOTAL COST 

(1968-1969) 
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(2) Administrative expenses, with the exception 
of Delaware (which Is high) , show little 
variation among the states. 

(3) The proportion of the budget allocated for plant 
operation varies widely among the states. 
Delaware, Michigan and Washington are all 

above 9 percent, California 7.6 percent, 
and North Carolina, a low 4.6 percent.—^ 

Perhaps the warmer climate Is a factor In 
the low cost of plant operation In North 
Carolina and California relative to other 
states. 

(4) Plant maintenance costs do not vary substantially 
among the states. 



3. Fixed charges and other miscellaneous services. The pro- 
protlon of current operating expenses allocated to this Item varies 
sharply from 19.8 percent In North Carolina and 16.4 percent In New 
York to only 7.8 percent In Delaware. These differences are due to a 
number of factors, primarily those related Id the level of teacher benefits. 
Each state has Its own arrangements as to the type of benefit and the 



^~^New York’s expenditures for plant operation are combined with those for 
^ plant maintenance. 
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share of the total cost that is the responsibility of the state govern- 
ment.-^' 

The above analysis indicates that the proportions of the total budget 
allocated for major functions, particularly for teachers, are not sub- 
s-antially different among the states even though the dollars per pupil 
expended for these items differ sharply. In contrast, uhen the expen- 
ditures by function are examined by type of district, instructional ex- 
penditures as a proportion of the total budget were found to vary 
considerably . 

C. Impact of Expenditure Different i als Am6ng District 
Function 

As previously noted, the lack of common definitions and standard 
accounting practices among states makes comparisons of expenditures by 
function difficult. However, an examination of this aspect Is some- 
Oiat more reliable among districts within a state than among states. 

As shown in Table II-18, there are substantial differences In total 
expenditures between central city, suburban, and rural districts. 

Central Cltles/Suburbs . The average difference in expenditures 
between central cities and suburbs in the six states analyzed in this 
section of the report is $110 per pupil. Of this differential, about 
80 percent can be accounted for by differences in instructional person- 



63/ 



— In New all employee benefits are paid by the local school district, 

while iri>;?™ere. It le prlmerily . .t.te function. In New York, fixed 
charges are 14.7 percent of current operating 

ware they are only 7.8 percent. As noted previously, in North Carolina, 
high’"othL costs" are due to the inclusion of i^ms 
allocated to specific instructional functions. Thus, it is 
p«r‘f "otLr t,8ts" are, in fact, Itema which should be included in 

instructional expenditures rather than in this item. 
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nel costs, excluding fixed charges. If it is assumed that 60 percent 

of fixed chargeiJ^iire for instructional personnel benefits - probably a 

conservative estimate - almost the total expenditure gap between cen- 

tril cities and suburbs is explained by differences in both salary and 

j 64/ 

benefit payments to classroom teachers, principals and supervisors.— 
Non-instructional expenditure differentials between central city 
and suburban districts are relatively minor, the costs for these items 
averaging $179 for central cities and $168 for suburban school districts, 
Expenditures for transportation are consistently higher in suburbs rel- 
ative to central cities with the exception of New York City, which has 
very high- transportation costs.^^ In every state, plant maintenance 
costs are higher in the central cities than in any of the other types of 

districts. 

Central Cities/Rural Areas. The same general pattern exists for 
cost differentials between central cities and rural districts across 



j^/Employee benefits increase as average salaries increase, 

iirect proportion, since certain expenditure items, such as social secur 

Lty payments, have maximum cei.lings. 

55/xhe high expenditures for this item in New York City are explained by 
rn^Lr of f^Stors. First, 9 percent of all regular students are bused 
L a high proportion for central cities. In addition to these students, 
11,000 handicSpped students are bused to both public and 
rhe third factor affecting the high cost of transportation is the high 
Llary/ fringe benefit structure for bus drivers, which exceeds that of 

the balance of New York State. 
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the six states. Even If fixed charges are excluded, about 77 percent of 
the $297 difference In total expenditures between cities and rural areas 
Is attributable to salaries for classroom teachers, principals and 
supervisors. 

A state-by-state comparison of differences In total expenditures 
between central cities and rural areas, compared to differences In 
Instructional staff expenditures. Is shown In Table II -19. As the 
data In this table Indicate, between 63.7 percent and 100. G percent of 
the total difference In expenditures Is due to expenditures for salaries. 

The difference In non-lnstructlonal expenditures between central 
cities and rural areas Is only $31. Among non-lnstructlonal Items , 
transportation costs In every state studied are highest In rural areas. 

Comparing all urban (central city, smaller city, and suburban) 
districts to rural districts, plant operation and maintenance costs 
are substantially lower In rural areas, more than offsetting the higher 

V 

cost of transporting students In rural districts. In every state, plant 
maintenance costs are higher In the central cities than In any of the 
other types of districts. 

The above analysis demonstrates that If there are Judicial or leg- 
islative pressures to reduce dollar expenditure differentials between 
school districts within states, the focus will have to be on reducing 
the gap In expenditures for Instructional personnel. Non-lnstructlonal 
Items show little dollar variation within states, although there are 
considerable differences among the states. 
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l^Excludes employee benefits paid directly by the state. 

i/includes teachers, other Instructional personnel, principals and supervisors, 
l/atceeds 3.00 percent, prljnarily because of higher transportation costs in rural areas 
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II. EFFECT OF TEACHER CHARACTERISTICS ON EXPENDITURE 
DIFFERENTIALS 



Previous sections of this chapter have already noted that expendi- 
tures for teachers are the major cause for Inter-state and Intra-state 
expenditure differentials. This section examines the major factors 
which contribute to the differences In teacher expenditures: pupil- 

teacher ratios, teacher education and experience, starting salaries 
and salary Increments. 

A. Pupil-Teacher Ratlos <^^ 

In four of the six states Included In this portion of the study, 
central cities are found to have lower pupil-teacher ratios than suburbs 
or any other type of district. In Michigan and Washington, the oppo- 
site Is the case. This explains the low teacher expenditure level In 



Detroit oompared to Its suburbs. Rural areas, if California Is ex- 



68 / 



eluded, have the highest pupil-teacher ratios r~~ 



Five of the six states show relatively little variation In pupil- 



W/ 



teacher ratios among types of districts within the state.' However, 



66 / 



Inter-state pupil-teacher comparisons should be viewed as somewhat 
unreliable because definitions of classroom teachers are not consistent. 
For example. New York classifies as classroom teachers such professionals 
as guidance counselors, classified by most of the other states as "other 
Instructional staff." 

The six states analyzed In this section of Chapter II are Delaware, 
North Carolina, Washington, California, Michigan and New York. 



68 /^ 



Data on numbers of teachers provided by the California Teachers 
Association for this report, since such data were not made available by 
the State Education Department, appear to underestimate the number of 
teachers In school districts, particularly Ih urban areas. 



W/ 



— Ihe exception Is Delaware. 



♦ » 
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f 



within suburban districts of most of these states, sharp differences in 
pupil-teacher ratios are frequently found. Generally, affluent suburban 
school districts have much lower pupil- teacher ratios than poorer sub- 
urban districts. 

Central city teachers, as shown In Table 11-20, have more years 
of experience than suburban teachers In all states except New York.— ^ 

The average difference, examining this relationship across all states. 

Is approximately 1.3 years. In Delaware and Michigan, however, the gap 
Is 2.5 years. Rural teaches (with the exception of Michigan) also 
have less experience than those In central cities. Since teacher sala- 
ries rise with seniority, this helps explain why per pupil expenditures 
are higher In central cities than In other categories of school districts. 

The differences in advanced degrees held by teachers in different 
type of districts present a more erratic pattern (see Table 11-21). 

In two states. (Delaware and California), the proportion of central city 
teachers with advanced degrees Is less than In the suburbs, and In three 
states (Washington, Michigan, and New York), the proportion of teachers 
with advanced degrees Is higher In the central cities. Salaries also 
tend to rise with degree status. However, because of the mixed distribution 
pattern the education level of teachers does not have a uniform Impact on 
expenditure disparities between central cities and suburbs for the sample 
as a whole. 



— ^Thls Is not unexpected, since growing suburban conmunltles probably 
hire a greater percentage of new teachers with little experience than the 
cities . 
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TABLE 11-20 

AVERAGE TEACHER EXPERIENCE IN YEARS 
(1968-1969) 









Percent 




Percent 








Difference 




Difference 




Central 


Sub- 


Central 




Central 




City 


urban 


City/ Suburb 


Rural 


City /Rural 


Delaware 


11.1 


8.6; 


29.1% 


9.5 


16.8% 


North Carolina 


N/A 


N/A 


N/A 


N/A 


N/A 


Washington 


8.5 


6.6 


28.8 


7.2 


18.1 


California 


7.6 


6.9 


10.1 


6.8 


11.8 


Michigan 


11.0 


8.5 


29.4 


11.2 


- 1.8 


New Yorki' 


6.2 


7.3 


-15.1 


6.1 


1.6 



Includes experience In school district only. 



TABLE 11-21 

PERCENT ABfVANCED DEGREES 
(1968-1969) 






Central 

City 


Sub- 

urban 


Percent 

Difference 

Central 

City/Suburb 


Rural 


Percent 
Difference 
Central 
City /Rural 

55.6% 


Delaware 


24.9% 


28.0% 


-11.1% 


16.0% 


North Carolina 


N/A 


N/A 


N/A 


N/A 


N/A 


Washington 


19.8 


15.2 


30.3 


13.1 


51.1 


California 


22.6 


23.8 


- 5.0 


15.7 


43.9 


Michigan-. 


36.0 


32.6 


10.4 


18.8 


91.5 


New York—' 


19.4 


13.6 


42.6 


5.4 


259.3 



Hasters + 30 or more credits, or doctorate. Inclusion of those 
with masters but less than 30 credits would undoubtedly make 
the percentages substantially hl^er. 



i 

> 
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However, between central cities and rural areas, the difference in 
education levels does have a significant iuipact on the expenditure dif~ 
ferentials. The data show that the central cities have over 60' percent 
more teachers with advanced degrees than rural areas. 

As a result of both the education and experience differentials be- 
tween central cities and rural areas, one would expect rural districts 
to have lower per pupil expenditures even if a uniform statewide salary 
schedule were Imposed. 

Within the same school district, teachers with advanced degrees 

consistently have more years experience than those without advanced 
71/ 

degrees.”” However, this relationsltip does not necessarily hold when 
comparing city and suburban school districts: the affluent suburban 

districts in Delaware, for example, have a higher share of teachers 
with advanced degrees than does the city of Wilmington, but these sub- 
urban teachers have less average experience. 

It Is not feasible to compare total average teacher experience 

72/ 

among the states because the data are not compatible. 

It is possible, however, to compare advanced degrees between states, 

although their importance in determining salaries varies sharply even 

73/ 

among school districts within the same state. — Even in this area. 



— 4ee Table W -. 2, Vol. II, which associates years of experience for 
teachers with various levels of education by type of district for the 
State of Washington. 

72/ 

— For example, data for New York reflect only years of experience within 
a particular school district and not previous experience elsewhere in the 
state. In other states, out-of-state teacher experience may be counted 
only partially or may be totally ignored for salary increment purposes. 



— ^ Some districts give salary Increments for the mere accumulation of 
/ Credits, without requiring the attainment of a degree. 
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data limitations presented some problems in making cotnparlsonsy partic- 
ularly in North Carolina and New York.~^Of the remaining states, 
Washington appears to have the fewest advanced degrees; Michigan the 
highest share. It should be emphasized that the level of post-graduate 
training, in terms of credit hours, is considerably above the percentage 
of teachers with advanced degrees. For example, over 60 percent of all 
teachers in the central cities of New York have more than 30 credits 
beyond a bachelor's degree but less than 20 percent have a masters 
degree plus 30 or more credits. Since salary schedules in many states 
are based on credit hours, or a combination of credit hours and degree, 
there is generally little incentive for acquiring advanced degi'ees 
rather than additional credits.^^^ 

B. Starting and Average Teacner Salaries 

1. Starting Teacher Salaries — ^ 

To assess the impact of teachers* salaries on total ex- 
penditure differentials, the initial step is to determine differences 
in starting salaries (for a bachelor's degree with no experience). The 
impact of three additional factors ~~ education, experience, and salary 
increments based on education/experience — is subsequently examined. 




istrict level data are not available 



for North Caroline^ while the 



New York education data reflect only masters degrees plus 30 credits, 
and thus underestimate the percentage of teachers with advanced degrees. 



— ^In California, for example, less than 20 percent of the school 
districts provide additional payment for an M.A. , ustially a bonus 
rddltlon to what is paid for a certain credit level attainment. 

'^ince in some states data on starting teacher salaries were not 
able for every district, in those states the analysis is based on 
lected sample of districts. 



in 



avail- 
a se- 
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As shown in Table central cities have higher starting sala- 

ries than suburbs in three states G^ashington, California, and Michigan) 
and lower salaries in two other states (Delaware and New York). Despite 
this uneven pattern, average central city salaries are 4.8 percent higher 
than those in suburban districts. If each state is weighted equally, the 
difference is decreased slightly to 3.5 percent. Where differences exist, 

77/ 

they may be attributable to stronger union negotiating power in the cities. — 

Other causes may be that teaching in central cities is less attractive, or 

that wages are higher for other white-collar occupations in central cities 

than in suburbs. In contrast, starting salaries in rural districts are 

78/ 

consistently lower than in either central cities or suburbst — ' The aver- 
age salary difference between central cities and rural areas is 10 per- 
79/ 

cent."“ These differences are no doubt attributable, at least in part, 
to cost of living differentials, prevailing wage rates for other white- 
collar occupations, and possibly to such factors as the strength of the 
respective parties in salary negotiations, and fiscal capacity with regard 
to the raising of local revenue. 

2. Average Teacher Salaries 

80/ 

The level of average salaries in a given school district 



— ^ In a number of districts, teacher organizations prefer to seek large 
increments for each additional year of experience rather than higher start- 
ing salaries. 

Rural teachers in Michigan have starting salaries which are 17 percent 
lower than in the central cities; in California, 13 percent lower than in 
the central cities. 

If each state is weighted equally, the difference is 8.2 percent. 

Since average teacher salaries in a number of states were derived by 
dividing teacher expenditures by the number of reported teachers, the com- 
puted salaries may be biased upward slightly from actual salaries by the 
inclusion of other related expenditures in the teacher salary account. 
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Is s function of three vsriablcs in addition to the base or starting sal“ 

ary: distribution of teachers by experience, distribution of teachers by 

education, and increments to base salaries as a result of the combination 

of experience and education for each teacher. There are, as shown in Table 

II— 23, larger differences in average salaries among the states by type 

of district than there are in starting salaries. The average teacher sal- 

81/ 

ary for all sample districts is $9,885.— 

The weighted average salary for central cities in the seven states in- 
cluded in this aspect of the study, as shown in Table II- 22, is $10,413, 
or five percent above the $9, 876 average of suburban districts. In all 

states examined, central city average salaries exceed those of the subur- 

82/ 

ban districts by a range of 2.3 to 15.7 percent.— The two factors con- 
tributing to higher average central city salaries are: (1) higher average 

years of experience for central city teachers in all states examined (with 
the exception of New York) and (2) higher starting salaries and salary 
increments in the central cities of three of the five states. 

In smaller cities, weighted average teacher salaries are approximately 
$9,A00, in rural areas only $8, 134. Thus, rural salaries are 19 percent 
below the level (weighted averages) of central cities and 13 percent below 
the level of suburban districts. 



— ^If New York is excluded, the average teacher salary drops to $9,486. 
82/ 

— If each state is weighted equally, the average central city salary dre 
to $10,04^ the suburban average to $9,374. 
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In comparing cities to suburbs. North Carolina Is excluded from mean values* 
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The utban-tufel ealaty differences are due prloarlly to three factors 
(1) lover starting saUrles for both bachelor's and advanced degrees in 
rural areas. (2) smaller incres«ots for experience and education, and (3) 
a lover percentage of teachers vlth advanced degrees. The average ex- 
perience level of teachers In rural areas does not appear to deviate from 
those employed in urban areas e 

Average salaries are the Htthest In the large cities (over 250,000 
I population) of CsllfomU. Michigan, and Dev York, as well as In Vllnlng-. 

j ton. BeUvare. Dev York and California also have the highest average 

salaries In both suburban and rural districts of all states studied. 
Average teacher salaries In central cities shov the highest positive cor- 
relation vlth the amount of local revenues raised, as vould be expected. 

Only limited data have been collected for salaries of Instructional 
personnel other than teachers. These data shov thst the salary pattern 
by type of district parallels that of cUssrooo teachers, vlth centrsl 
cities paying the highest average saUrles, rural districts the Invest. 



I It Is veil recognised chat dollar expenditure comparisons among re- j 

gions vlthln a sute, and even more, among statep, may be misleading due 

to differences In the cost of purchasing similar educational resources j 

In different areas of the nation. It Is therefore useful to determine j 

Khat share of expenditure differentials, partlculsrly Instructional j 

expenditures, can be explained by cost of living or general vage rate 

differences (vhlch vould Influence teacher salary differentials) among states 

and among types of districts, ihls point Is demonstrated by looking at 
O the states at the tvo extremes of pet pupil, expenditures among the SIX 



TTT DOT.TAR EXPENDITURE*^ AND RESOURCES PURCTASED: 
* ^^iSQM OP NEW YORK AND N ORTH GALINA 
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states included in this part of the study . New York end North Carolina 
are compared on the basis of the cost of specific functions (e.g., trans 
portation, instructional personnel, administration). As shown in Table 
11,24. total current expenditures in New York are 117 percent above 



North Carolina: instructional personnel expenditures ore 119 percent 
i higher. The two greatest percentage differences ate In the cost of trans- 
portation and of principals and supervisorsP'lhe greatest absolute dollar 
i gaps, however, occur in expenditures for tea<*ars and other instructional 

personnel. 

Differences in teacher salaries among states (and generally, within a 
state) are attributable to a number of factors, including the following: 

1. Differences in teacher organizt ton strength and militancy 

. 2. Cost of living differences 

3. Higher proportion of teachers in rural areas (as found in 
North Carolina compared to New York) 

A. Differences in education and experience levels of teachers 

j 

I 5. Relative supply and demand for teachers 

TO dctetmioe what effect price differences, as contrasted with 
! qualitative differences (e.g., differences in pupil-teacher ratios. 



in education and in experience) have on per pupil expenditures for 
instructional personnel, the pupil-teacher ratios and educational 




levels for teachers in North Carolina were adjusted to reflect the 
ratios and education levels in New York. As the first step, pupil 



¥n 1969-1970, senior high school principals with doctorates «« P^J 
AO*; onri §28 995 in Kew York City# In most other urhan areas 

York statf th^”ng^is”rL $16,300 to $24,500. In North ^ro- 
Lina, the range in’urban areas for senior high school principals w t oc 
!;orates is from $13,196 to $15,240. 
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Ceacher ratios were adjusted from 23.2 pupils per teacher in North 

Carolina to the 17.7 pupils per teacher ratio in New York^^ Second, 

the percentage of advanced degrees in North Carolina was adjusted to 

85/ 

reflect the distribution in New Yorkr-^' Of the total per pupil instruc- 
tional cost differential, it was found that 30 percent could be explained 
by these two factors: pupil-teacher ratios and advanced degrees. The 

residual of 70 percent of the difference in expenditures is most likely 
attributable to salary differences between the two states. 

It is also likaly that differentials in other than instructional 
expenditure items, such as plant maintenance and clerical staff, are 
largely due to differences in labor costs among the two areas, since 
education is a highly labor intensive service. Only a fev. minor 
expenditures, such as textbooks and supplies, are relatively independent 
of local labor cost differentials. 

Statewide average teacher salaries are 54.1 percent higher in 
New York State than in North Carolina. However, the differences in 
teacher salaries between the two largest cities of North Carolina and 

the two largest cities of New York are less than the statewide differ- 

86 / 

entials. — This indicates that wage differences for teachers are 



'*^It is assumed that the number of principals and other instructional 
staff, as well as their salaries, follows the teacher-pupil ratio; thus 
costs are increased proportionately. 

85/ 

it is not likely, based on data from other states, that average 
teacher experience varies between New York and North Carolina. 



It should be noted that New York City accotmts for 52 percent of 
the New York State sample district ADA, while all of Mecklenburg County 
(which includes the city of Charlotte) accotmts for less than seven per- 
cent of the North Carolina sample district ADA. 
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more pronounced in smaller cities and rural areas, which constitute a 
substantially higher share of the pupil population in North Carolina 
than in New York. In addition, high expenditures in New York State 
are greatly influenced by high non-teacher salaries in New York City 
for such groups as school bus drivers, principals, and supervisors. 

A comparison of the difference in wages for clerical and industrial 

workers betvyeen North Carolina and New York was undertaken to see 

whether these differences bore atty siioilarity to those found in 

teacher salaries after the education and experience differentials between the 

two states were equalised. An examination of general union wages 

(based on U.S. Department of Labor data) in New York City and Charlotte, 

North Carolina for comparable occupations shows that wages are approx- 

87/ 

imately one-third higher in New York City than in Charlotte. Clerical 
salaries (generally non-union) are only about 18 percent higher in 
New York City than in Charlotte. A statewide comparison of wages in 
manufacturing industries (including both union and non-union labor) 
indicate earnings in New York State are 20 percent above the level of 
North Carolina. These data indicate that the differences between 
New York and North Carolina in union wages tend to be greater than 
non-union wages. 

An intermediate budget for a family of four in Duriiam, North 
Carolina, in 1970, was $10,182, compared to $12,134 in New York City. 

This ihows a difference in the cost of living between the two states 



87/. 

— The one exception is the trucking industry, where Teamsters' Union 
wages show little differences between the cities. 
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of $1,952, or 19.2 percent, app..‘oxiiiiately the sane difference as in manu- 
facturing wages between the two states^^ 

These preliminary findings Indicate that the gap In teacher salaries 
exceeds the urban cos t-of- living differential between the two states. 

The gap more closely reflects differences in union wage scales between the 
89/ 

two states.—' 

The greatest percentage differences In expenditures between the two 
states are In areas such as plant owiintenance, transportation, and adminis- 
tration. These expenditure disparities appear too great to be explained 
by wage differences alone. Thus other quantitative and qualitative fac- 
tors which require exploration, but which go beyond the scope of this 
study, might Include the possible dls-economies of scale In per pupil 
costs In very large cities, the Increased maintenance costs In large cities 
due to vandalism, or the effect climate has on the cost of plant operation. 
Whether higher salaries for Instructional staff In New York State attract 
higher quality personnel than are found In North Carolina or the relative 
supply-demand relationships for teachers In each of these states are also 



•^^Ihe cost of living hypothesis can be misleading In Hawaii, which In 
1968-1969 had the highest cost of living and lowest beginning teachers' 
salaries of any state examined In this study. When Hawaii Is Included In 
the analysis, no significant correlation between teacher salaries and cost 
of living differences In large cities Is found. 

89 / 

--^‘It should be enphaslzed that the Issue of wage differentials was exam- 
ined only briefly for this report. More detailed analysis would rex'(uire, 
for example, a comparison of salaries of white-collar professional occu- 
pations, such as nurses and accountants, whose educational requirements 
are similar to those for teachers. 
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Issues beyond the scope o£ ^hi8 study 



90/ 
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■^11 Levin "Recruiting Teachers for Large-City Schools" (Washington: 

mraStion! 1968), -l«eo, .ho» that teacher, ta aouthe™ a«te, 
have lower salaries relative to comparable professions tMn tochers in 
other parts of the nation. Financial S tatus of the Public Schqp.U* Na- 
tional Education Association (Washington, 1971), At^«tlc 

salary index for te« hers* The index for teachers in the South AtUnt 

statS (which include North Carolina), is 92 cohered 

94 to 103 for other wliite-collar occupations. In the ^ 

States (which include New York), the index for tochers is lU compared 
to a range of from 98 to 103 for other white-collar occupations. 
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—^Includes clerical staff, supplies, textbooks, library 
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Carolina, $G5 in Michigan, $29 in Washington 
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SUMMARY 



As stated in the introduction to this chapter, among the major ob- 
jectives of this part of the study was the determination of the nature and 
extent of disparities in revenues and expenditures among a group of se- 
lected states, and among type of districts within and across these states. 
This chapter doctmented the extent of dollar differentials by revenue 
source and expenditure functions within and between states, and determined 
the major factors causing these differencials. 

The study finds a common pattern in education finance characteristics 
within each type of district, particularly among central cities. Suburban 
districts — although they have the widest variations in characteristics of 
any t3rpe of school district -- generally follow a common pattern when they 
are grouped together and compared collectively with central cities, smaller 
cities, and rural areas within and among states. Filially, the study finds 
sharp differences from state to state in the share of educational costs 
borne by different income groups, ranging from roughly proportional tax 
burdens to highly regressive. Total expenditures for education as a percent 
of household income also vary considerably among states examined. 

The disparity analysis is an attempt to provide an overview of the 
existing structure of education finance and the causes for inequalities in 
both dollar expenditures and resources. Since the states examined were 
diverse in most characteristics, including regional location, it is likely 
that they are at least partially representative of most states in the nation 
However, almost every state has certain unique educational finance charac- 
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teristics which have developed over time as the result of a combination 
of economic, social, and political conditions. Thus even a larger sample 
of states would never fully represent the total nation. 

An additional objective, of the disparity analysis was to provide basic 
statistical data for examining alternative tax and distribution approaches 
as well as specific allocation formulas. Given certain goals to be accom- 
plished by modifying the existing structure of education finance -- such 
as reducing expenditure differentials between districts -- the selection 
of a particular approach will be aided by this inquiry into the causes 
for existing disparities. In addition, this chapter's finding about 
existing expenditure patterns, fiscal capacity, tax burdens and charac- 
teristics of students, are necessary for a full understanding of the 
impact which alternative approaches to financing education utilizing various 
fiscal and education need criteria will have on school districts and their 
residents. These alternatives are discussed in the following chapter. 
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CHAPTER III 

REVENUE AND DISTRIBUTION ALTERNATIVES 

i 

INTRODUCTION ^ 

In Chapter II, it was shown that the major factor contributing to 
disparities in revenues was the distribution of local funds, raised pri- 
marily through the local property tax. If the lessening of the disparities 
in school district expenditures is an objective, then alternative sources 
of revenue must be examined, as well as how specific school districts will 
be affected by the distribution of additional revenues. In this chapter, 
potential new state and local revenue sources are analyzed for six states.- 
The impact which certain alternative formulas for allocating state aid 
might have on existing levels of revenues and on existing tax rates by type 
of school district in these six states is also examined, as is the poten- 
tial contribution of each formula toward lessening disparities among school 

districts. . 

In examining alternative revenue sources and distribution formulas in 
the six states, a series of non-stochastic models are utilized, under fixed 
behavioral assumptions, to measure various impacts on different categories 
of districts. Precise forecasting naturally requires an accurate predic- 
tive model of the school districts' behavioral responses to institutional 
changes, because the districts wil^ modify their policies and decisions 
when faced with a change levels of state revenue a i^ew 



— ^ Delaware, North Carolina, Washington, California , Michigan, and New York. 
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distribution formula or with the changes in the tax structure Implicit in 
new revenue sources. The magnitude of such local adjustments could be 
limited initially by the imposition of restraints on local behavior 

Despite the obvious desirability of such a predictive-model, imple- 
menting one for a study of this nature is impossible for several reasons. . 
To examine different states - from disparate regions of the country and 
with different financing mechanisms - one requires not a single model 
but multiple models which will reflect the differences in tastes both 
among and within states. Even if districts could be grouped homogeneously, 
the problem of obtaining appropriate data for school district units (which 
are not generally contiguous with any other political subdivision) is in- 
surmountable. Finally, the reliability of any prediction model declines 
as the magnitude of the change Introduced Increases. The scope of the 
changes analysed in this report is vast, Involving in some cases a shift 
from 30 to over 90 percent in the level of state funding. 

However, the policy maker can gain valuable information about alterna- 
tive revenue sources and distribution formulas through the type of non- 
stochastic analysis undertaken in this study. The analysis will give him 
insight into the initial impact of a particular program in terms of costs, 
of shifts in funds and tax rates among types of districts, and of the 
existing disparities in per pupil expenditures — that is whether the 
disparities are lessened or increased by the imposition of a particular 



2/ An example of the kinds of restrictions that might be imposed occurs 

;itt fSr ESM Title I. which requires that 

as a supplement to existing programs and not as a 

How^verrsuch a restriction, even if rigorously «"£°«ed, 

no shift of behavior in the short run. for future f 

penditure levels will be influenced by the presence of Title la. 
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alternative. For a program dependent largely upon local decisions, such 
as a formula under which state grants are required to be matched by local 
funds, the policy maker can control the program by linking it to some aver- 
age past behavior. This would diminish the effect of new behavioral 
changes and would assure the state that it was not overcommitting itself 
in terms of funds for the new program. 

It is beyond the scope of this research to determine the "best" financ- 
ing program for a particular state or states. That would require informa- 
tion concerning the value society puts on various educational goals and on 
"equality of opportunity," an understanding of the input-output relation- 
ships in education, the market structures from which the needed resources 
can be drawn, and on society's view of what constitutes an equitable tax 
structure. Thus, the evaluation of any alternative presented in this 
chapter is limited. Given the policy maker's own views of an optimal dis- 
tribution of resources or tax burdens, this analysis will provide him with 
insight into which alternatives approach that optimum. 

Since an objective is to lessen the disparities in per pupil educa- 
tional expenditures among school districts, one needs a standard against 
which to measure the effectiveness of various formulas in achieving the 
desired equalization.-^ To evaluate the alternatives analyzed in this re- 
port, a statistical measure, the Ginl Index of Concentration, was adapted 
for this purpose.-^ Once the correct cost ratios of educating different 

Equalization, as noted in Chapter I, can mean many things -- equal dol- 
lars per pupil, equal real resources or educational services per pupil, or 
more than equal resources for those with greater education need. 

See Herman P. Miller, U.S. Bureau of the Census, I ncome Dis tribution in 
the United States, Washington, D.C., U.S. Government Printing Office, 1966 
pp. 220-221, for' a description of the^ Gini Index of Concentration. 



categories of students are known with some certainty, this statistical 
measure can determine how closely a particular distribution formula can 



The distribution of the tax burden for education which results from 
the various alternatives examined in this study is of equal importance to 
the issue of the allocation of educational resources to school districts. 
However, without a behavioral model, one cannot determine the changes in 
the local property tax rates and hence the changes in the local tax burdens 
of various income classes. With regard to new state taxes required for the 
various alternatives, an even more thorough knowledge of the political 
process would not help to accurately predict what shifts in rates or types 
of taxes would take place. Thus, the analysis presented in this chapter 



- The Gini Index, though a precise measure on the theoretical level, pre- 
sents certain difficulties in practical application. First, the cost ra- 
tios by which students are weighted require the type of info^tion men- 
tioned earlier in discussing a "best" alternative. As this information 
involves both value judgments and a more thorough understanding of the edu- 
cational process than is currently available, the use of a single correct 
set of ratios is impossible. This problem can be overcome partially by 
using various sets of reasonable ratios to test the sensitivity of a par 
ticular alternative. An alternative which performs well against many rea- 
sonable standards would then be preferable to one whose performance is 
erratic. In the latter case, the adoption of that alternative would in- 
crease the probability of a maldistribution of resources since one of the 
sets of ratios under which it performs poorly may be the correct set. 

A second difficulty stems from the fact that in most states it is 
virtually impossible to obtain a detailed breakdown of various categories 
of students by district. Thus, the calculation of Gini Indices in this 
study suffered from the lack of sufficient and consistent information. 
Accordingly, the results are not reported in the discussions of ^he various 
alternatives. The Gini Indices are, of course, available to any interested 

researcher upon request.. ^ 

The authors of this report regard the Gini Index as a valuable tool in 
evaluating alternative distributions of educational resources. Any state 
contemplating a change in its system of educational support is pncouraged 
to expend the necessary resources for a valid application of the Gini In- 




dex Test 




of the impact of the various alternatives examined in this study on the 
tax burdens of various income groups is limited. Although no attempt is 
made to relate the distribution alternatives analyzed in this report to 
the changes in the state tax structure required to finance them, the mag- 
nitude of the shifts involved in some of these alternatives indicates that 
significant restructuring of the state and local tax system would have to 
take place. 

The remainder of this chapter is divided into two major parts. Part 
I concentrates on new revenue sources at both state and local levels. The 
analysis emphasizes the redistribution of revenues and the shifts in tax 
rates among types of districts when revenues raised through alternative 
sources are substituted for those now raised through the property tax. 

Part II, concervied with alternative distribution foirmulas, discusses the 
partial state funding of education through general purpose aid programs; 
the partial state funding through special purpose aid programs — primarily 
categorical aid programs designed to remedy particular educational prob- 
lems; and full state funding. 
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PART I 



ALTERNATIVE TAX MEASURES 



I. INTRODUCTION 

Much of the movement for reform In education finance Is centered on 
altering the dominant role of the local property tax. Proposals to reduce 
reliance on the local property tax involve both new state and local taxes 
for education. The proposed state taxes, if designed to completely sup- 
plant the property tax, would, In effect, result in full state funding. 
Although the issue of changes in the tax burden for various income groups 
can be acco.nmodated (see Chapter II for an analysis of the burden of exist 

i 

Ing state taxes), the impact on educational expenditures Is less clear. 

The impact will depend upon the linkage between any alternative state tax 
and the formula by which its revenues are distributed. 

Not all proposals for education finance reform concern state taxes, 
however. Local non-property taxes are being proposed as one answer to 
pressures developing against higher property taxes and to criticisms of 
the property tax as a regressive instrument for financing schools. New 
tax sources can permit districts to provide more extensive programs with 
smaller local property tax increases, or possibly even with reductions 
in the property tax. The new local taxes considered in this section also 
fulfill the second objective of achieving greater progression in the tax 
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burdens among income groups within a district.— ^ However, their effect on 



the relative tax burdens of individuals with similar incomes i.a different 
districts is unclear. Local taxes generally contain no transfer mechanism 
' aimed at eliminating tax burden differences among districts. Whether these 
differences are diminished or increased will depend upon the distribution 

I of the new tax bases among districts and the proportions in which revenues 

1 

are derived from the property tax or any of the new taxes. 

II. STATE TAX ALTERNATIVES 
I A. Description 

As noted in the introduction to this section, a state tax designed to 

f, 

'r eliminate the local property tax is in fact a move toward full state fund- 
I ing. Distribution alternatives for full state funding are discussed in 
I Part II of the chapter. An analysis of these alternatives indicates that 



large Increases in state revenues are necessary if certain objectives (such 
as reducing disparities without lowering the average expenditure level) are 



be large revenue producers. For this reason, analysis of alternative 
taxes is focused on the three largest tax bases most commonly used: re- 

tail sales, income, and property. The first, and increasingly the second, 
are traditional areas of taxation for most states. Thus the appropriate 
form of the tax appears to be a surcharge placed upon the existing tax. 
Such a surcharge would be set at .the level required to raise sufficient 



! “ Not all local taxes are necessarily less regressive than the property 
tax. For example, a capitation tax is more regressive. However, the al 
ternatives considered here, income and sales taxes, are found to be gen- 
erally less regressive than taxes on residential property. 



t 



to be ' ;t. Thus the state taxes chosen to meet these new obligations must 




140 



v> ■ 

li:'. 



t 

I: 



I 




124 

revenues to equal current property tax collections for education. The use 
of a surcharge implies that in the case of the income tax the relative rate 
structure and income definitions would remain constant and the types of 
items exempted from the sales tax would not change. 

The last base, real and personal property, has been reserved pri- 
marily for local financing, although most states tax specific categories 
of property, such as utilities and railroads. But the increased state 
revenue requirements may force the state to make use of the property base 
to prevent the rates of other taxes from rising too sharply in relation to 
neighboring states. For purposes of analysis, a uniform rate was set 
which would provide a revenue yield equal to current property tax collec- 
tions. In addition, a distribution scheme was calculated which provides 
for a flat per pupil grant from these revenues while maintaining the exist- 
ing distribution formulas for other state revenues. 

A variant of the statewide property tax, which provides more local 
fiscal autonomy than that described above, is a tax at a uniform statewide 
rate on the commercial- industrial portion of the tax base, letting local 
districts continue to tax residential and other property. This alterna- 
tive aims at reducing disparities in wealth between districts because of 
the fortuitous location of commercial- industrial property. This may coun 
ter the advantage that some high commercial- industrial wealth districts 
have in being able to shift a large portion of the property tax out of the 
district. An additional effect is to make the remaining property wealth 
of the district, primarily residential property, a more accurate reflection 
of the income position of the district's residents. 

B, Results of Analysis 

State Income Tax. To obtain the; level of revenue now collected from | 

^ - - 
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property taxes for education, an income tax surcharge limited to the per- 
sonal income tax would range from a high of 192 percent in California to 

7/ 

a low of 28 percent in Delaware (as seen in Table III-l.) But restricting 
the surcharge to the personal income tax would be a windfall to the owners 
of commercial and industrial property since they could capitalize the prop- 
erty tax savings without immediately increasing their state income tax 
liability.. Therefore, it is preferable to consider a surcharge applied to 
both the personal income taxes and the business taxes. If this were 
done, the range of surcharge rates would be considerably reduced -- from a 
high of 125 percent in California to a low of 19 percent in Delaware. The 
impact of these surcharges is seen most clearly by examining them in rela- 
tion f:o the existing state income tax. Table III-2 shows the effective 
rates of the personal income tax for each income group in the states at 
the two extremes (Delaware and California), after the surcharges applicable 
to personal income and business taxes have been added. 

The State of Washington does not currently have an ir'.ome t.-:. , To 
determine a reasonable income tax rate for education, the assumption was 
made that the state would adopt a personal income tax identical in its 
provisions to the federal personal income tax except for the 



7/ The substantial difference, between these two states is due to two fac- 
tors. First, Delaware, being a high aid state, is already using state 
revenues to finance the bulk of education expenditures. Accordingly, local 
property tax collections are small relative to state tax collections. 
California, a moderate aid state, has a high aggregate level of property 
tax collections. Secondly, the extent of the use of the income tax differs 
significantly in the two states, thus increasing the gap still further. 
Delaware relies more heavily on an income tax with a highly progressive 
rate structure for state revenues. 

8/ Business taxes include both corporate income and franchise taxes. 
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With Sur- 
charge Added 0.00 0.06 0.06 0.42 0.2 0.5 0.9 2.2 7.4 



rate structure. To produce revenues equal to those currently raised 
through the local property tax for schools, the rate structure would be 
13 percent of the federal tax.-'' This rate would be reduced if corporate 
Income were Included in the base, but the extent of the reduction cannot 
be determined since the federal corporate Income tax information for the 
State of Washington is not an accurate estimate of the amount of corporate 
income that would be taxable In that state. Table II1-3 shows what the 
effective tax rates would be If the nominal rate structure Is set at 13 
percent of the federal rate for a joint return and contrasts these rates 
with the effective rates for personal Income taxes now in effect In the 
states with the highest and the lowest Income tax rates of the states 

Studied, New York and Michigan, respectively. 

state sales Tax . The other major state tax broadly used at present 
Is the sales tax. Table I1I-4 Indicates that the rate Increase needed to 
replace the revenue,, currently raised by the local property tax for schools 

would be substantial. For New York, the rate is particularly high. In 

1968-69 there were local sales tax add-ons to the 2 percent state sa 
tax (changed to 3 percent in early 1969) as high as 3 percent. This means 
that in some cities, there would have to be a sales tax as high as 10.5 

percent. 

SfafP Property Tax . The third state tax considered in this study is 
a property tax levied at a uniform rate throughout the state. Such a tax 
would result in a disproportionate share of the revenues coming from the 
central cities, when compared with their share of total enrollment (as 



For example, If the federal tax liability for a household is $2,000, 
the state income tax for education would be $260. 
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TABLE III-3 

INCOME TAX FOR EDUCATION 
WASHINGTON 
Effective Rates 



Adjusted Gross 
Income Class 


Hypothetical 
Washington 
Personal Income 
Tax 


Current .. , 

New York-' 
Personal Income 
Tax 


Current 
Michigan 
Personal Income 
Tax 


Under $2,000 


.3% 


1.3% 


.1% 


$ 2,000 


- $ 2,999 


.9 


1.2 


.1 


$ 3,000 


- $ 3,999 


.9 


1.6 


.2 


$ 4,000 


- $ 4,999 


1.2 


1.8 


.2 


$ 5,000 


- $ 5,999 


1.3 


2.8 


.2 


$ 6,000 


- $ 7,999 


1.4 


2 . 5 -^ 


.3i/ 


$ 8,000 


- $ 9,999 


1.4 


3/ 

2.9- 


.7^/ 


$10,000 


- $14,999 


1.7 


3.9 


1.3 


$15,000 


and over 


2.6 


6.5 


1.8 



ERIC 




— ^hese rates are for the urban areas of both Michig;an and New York 
I -^he income class is $6,000-$7,499. 

— ^he income class is $7,500-$9,999. 
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TABLE III-4 



STATE SALES TAX AS AN ALTERNATIVE TO PROPERTY TAX 

FOR EDUCATION 



1/ 

Delaware 


Current Sales 
Tax Rate 
(1968-1969) 


North Carolina 


3.0% 


Washington 


4.5 


California 


4.0 


Michigan 


4.0 


New York 


2.0 



Additional Sales 
Tax Required 


Total Sales 
Tax 


2.0% 


o 


' 2.0 


,5.0 


2.0 


6.5 


5.0 


' 9.0 


4.0 


8.0 


5.5 


7.5 



1/Delaware does not have a sales taw. The required «« 

ir“ retail sales Information, excluding purchases of food and drugs 

estimated by Sales Management . 
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illustrated in Table III-5) . Michigan is an exception in that Detroit's 
share of the revenuet would be only .2 percent greater than Its share of 
the pupils. It is impossible to compute the net transfers which would 
occur under the full state funding distribution mechanisms analyzed in 
Part II of this chapter, since these revenues from the property tax would 
be lumped with obh,er state revenues. 

Another approach would be to maintain the existing state distribution 
programs and distribute the new state property tax revenue as a flat per 
pupil grant. In this case, the central cities, with their higher property 
wealth, would be subsidizing other types of districts. The proportion of 
funds distributed to the various types of districts under the flat grant 
per pupil approach would correspond exactly to the distribution of pupils 
as shown in Table III-5. The net amount of transfers for Michigan and New 
York is shown in Table III-6. Since the tax rate and the size of the 
grant are set at the levels required to equal current property tax collec- 
tions for all districts in the str.ce and not just for the sample districts, 
the net transfer for the total sample is not necessarily zero. In the case 
of Michigan and New York, the transfer is negative, reflecting the greater 
wealth per pupil in the sample districts compared with the remaining dis- 
tricts of the state. This result is not surprising since, as discussed in 
Chapter II, the sample districts are weighted heavily toward the larger 
districts . 

In both Michigan and New York, the largest gainers under this alter- 
native are the rural districts. The smaller cities in Michigan and the 
central cities in New York have the biggest outflows. In addition to the 
question of the transfers of revenues, the shift in tax rates which occurs 
among districts in moving to a statewide levy is a significant issue. 
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TABLE III-6 



NET TRANSFERS PER PUPIL ON STATEWIDE PROPERTY TAX REVENUES 
FUT PER PUPIL GRANT DISTRIBUTION 









,• '(d 

me 



\i ■ 



MICHIGAN 
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NEW YORK 



Central Cities 


$-38.67 


$-153.29 


Suburban Areas 


-35.09 


108.23 


Smaller Cities 


-61.91 


169.42 


Rural Areas 


38.90 


249.95 


TOTAL SAMPLE 


i 

-36.20 


-27.65 
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Table ni-7 shows that some of th. advantage that the rural districts In 
Hlchlgan have In terms of new revenues may be offset by the fact that their 
rax rate Increases from 8.6 to 11.8 mills. On the other hand, the revenue 
advantage of hew York's rural districts is reinforced by a drop in tax 
rates, although the reduction from an average of 18 mills to 17.6 mills 
cannot be regarded as significant. 

.... Prooertv Tsx. To permit some local flexi- 

bility in raising revenues, one alternative would be to let local school 
districts continue to tax residential property but. because of the extre y 
wide variations in commercial and Industrial property among districts, to 
tax this latter property base through a state tax.^ Data on the pro- 
portions of the various types of property within a school district do not 
generally exist. These data are available only on an assessing unit basis, 
which is generally much larger than a school district. However, in Horth 
Carolina, where school districts for the most part are county units, infor- 
mation is available at the county level for selected counties, in analysis 
of these data indicates that distributing state-collected taxes on co-er- 
cial and Imiustrlal properties on a flat per pupil basis would shift reve- 
uues from urban to rural areas. In horth Carolina (and probably other 
states), this would result in reducing per pupil expenditure disparities, 
since there would be redistribution from the more affluent to the less 

affluent counties. More drastic shifts than those found in horth Carolina. 

v*ere school districts comprise all or at least the major share of a county. 



To overcome lnequalitles_ttat^stlll^y^2®““^ property 

ba8e?be^"power^Sua^^ This concept is discussed in Part II. 



^ V V.. 
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TABLE III-7 



PROPERTY TAX 

EXISTING LOCAL RATES AND STATEWIDE RATE* 





MICHIGAN 


NEW YORK 


Central Cities 


$1.04 


$1.48 


Suburban Areas 


1.31 


2.08 


Smaller Cities 


1.21 


1.67 


Rural Areas 


0.86 


1.80 


TOTAL SAMPLE 


1.15 


1.62 


STATEWIDE RATE 


$1.18 


$1,76 



*Tax rates are expressed as dollairs per hundred dollars df full value 
of property ^ ' ' ■ . ■ 
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would occur in such states as California, which have small "industrial en- 
claves" or in industrial cities such as Dearborn, Michigan. 

The preceding analyses of alternative state taxes have been tnade under 
the assumption that a single tax would be used to replace the local property 
tax. Realistically, a combination of taxes would more likely be employed, 
but which combination would be most acceptable politically is not known. 
These analyses are useful, nevertheless, as the values provided indicate 

the upper limits of the rate increases required when a single alternative 

11 / 

tax is utilized. 



III. T.QCAL TAIC ALTERNATIVES 



A. Description 

in an attempt to reduce tax burdens on the low Income segments of a 
community, it has been proposed that school districts be allowed to levy 
taxes other than the property tax. The two principal taxes suggested are 
a local income tax end a sales tax. These taxes have already been insti- 
tuted in a number of states at the local level to raise revenues for local 
services - but the revenues are generally restricted to non-school uses. 
For ease of administration and to insure greater compliance, the local 
taxes have normally been in the form of a surcharge or piggyback tax to 
be collected by the state and returned to the local unit. 



11/ It should ^ bome in mind that these analyses were undertaken without 
^krence to existing state constitutional and legal limitations^^ich^^ ^ 
might limit the state's flexibility “Mlblopal or alterna^^^ 

revenues for education. Elsewhere in this report, examples 

tions have been noted. For instance, in ^ ® under 

first enacted in 1967 as a flat rate tax, cannot be a graduated^tax under 

the state constitution. Sales taxes may not exceed four 

^iucSois m^t be taken U account in developing alternative state 

SLQ substitutes for the local property tax# , ^ jt a 

12./ As examples, one can ci^d^He county income tax surtax in Maryland, and 
the local sales tax in Washington. V'V 
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One consideration in moving at the school district level from almost 
complete reliance on the property tax to other local taxes should be the 
stability of tax revenues under changing economic conditions. The property 
tax base tends to be quite stable throughout the business cycle. Retail 
sales and income fluctuate significantly with economic changes on the na- 
tional or state level and the shifts are likely to be even more pronounced 
at the local district level. The small size of most school districts makes 
them susceptible to large changes in these tax bases due to micro-level 
local changes. For example, the opening of a new shopping center just 
across the district boundary, or the relocation of a single industrial 
plant can significantly influence the amount of retail sales or personal 
income within the district. The problem of an unstable tax base can be 
overcome to a certain extent by raising and lowering the tax rates with 
these fluctuations. Hovjever, with a sales tax, the frequent adjustment of 
rates would greatly increase the costs of compliance. Moreover, raising 
rates when the base has dropped due to economic setback could be politically 

unacceptable . 

The impact of any new local tax on individual school districts is 
difficult to estimate. The problems involved are twofold. One is to de- 
termine to \/nat extent a district might want to use alternative taxes not 
simply for new revenues but to provide property tax relief. This issue 
can be avoided to a certain extent by the assumption that the state will 
place severe limits on the permissible range of rates. A state imposed 
maximum exists now in many, states for local sales and income taxes. No 
state allows local units the sa!M latitude in setting income or sales tax 
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_ 211 

rates as they have In determining the property tax rate. 

The other difficulty in assessing the effects of these taxes Is the 
lack of available data. The fact that these taxes have not been used for 
school district purposes In the past means that little Information exists 
about the site of Income or sales tax base in particular school districts, 
except uhen districts are coterminous with other political jurlsdictlona . 
Because of this limitation, local sales and income tax surcharges on the 
existing state taxes have been calculated only for North Carolina. Here, 






Information on the tax bases Is available since the majority of districts 



In North Carolina are coterminous with county boundaries. For counties 
with more than one school district. It Is assumed that the tax revenues 
would be distributed among the diatrlcts within the county on a per pupil 

basis. 

In the State of Washington, which has neither a personal nor a cor- 

porate Income tax, a hypothetical local personal Income tax has been cal- 

cuUted at the district level. This tax Is based upon the estimates made 

of federal personal Income tax collections by district from the sip code 

W/ 

analysis (discussed in Chapter II) . 

The Imposition of a personal income tax to provide property tax 



— ' Hhile legislatures frequently Impose statutory imxlma 
rates! in most cases these maxima can be overriden by a amjorl^^ “Lfset 
voters Some states, such as Michigan, have an absolute but 

fli- Bucli a hiah rate (50 mills) that it is unlikely to present a real ba 
^ler'on !J|-othe^Ld. the'blg six cltles^te are already tax- 

ing at- the maximum set by that state s legislature. 

14/ fee ,^^fede»l 

reS ^ui:“wfrthr!J« ‘"p 

Washington between 1967 and 1969. 
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relief should be accompanied by taxation of corporate income to reduce the 
inequity arising from the windfall capital gain that owners of property 
would receive. This would insure that all of the property taxes paid by 
commercial and industrial property owners are not shifted to individual 
residents of the district. A corporate income tax would have to be adminis- 
tered at the state level to keep the compliance costs reasonable. The dis- 
tribution of the tax revenues among districts would then be an additional 
factor in determining the shifts in tax burdens among the district's resi- 
dents . 

Another factor affecting relative tax burdens would be the disposition 




of the tax relief between renters and owners of property. Unless a signifi- 
cant portion of the tax savings would be passed on to renters in the form 
of lower rents, renters would be at a disadvantage compared to home owners. 
They would have to pay additional sales or income taxes without any adjust- 
ments in their income or property wealth. 

B. Results of Analysis 

Local Sales Tax. The calculations for the sales tax were based on 
two assumptions: a single state rate for all districts, and allowing the 

district to set its own rate at any level. The single ^tate rate was set 
for North Carolina as an additional 1 percent on top of the current 3 per- 
cent sales tax. Table III-8 shows the average reductions in tax rates that 




would be possible if all the local sales tax revenues were used to replace 
revenues now raised through the local property tax for the support of 
public education. In absolute dollars of revenue (Table III-9), the 
largest counties would gain the most However , revenues would not be 

^ V ‘ 

— ^ The four counties in this category contain 26 percent of the state's 
students tut collect 38 percent of the state sales tax. 
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TABLE III-8 

LOCAL 17o SALES TAX AS REPLACEMENT 
FOR LOCAL PROPERTY TAX FOR SCHOOLS 

NORTH CAROLINA 
(1968 - 1969) 



Reduction in Percentage Reduction 

Property Tax Rate of Current Property 
(per $100 of full Tax Rate 

value) 



Counties with population 
over 100,000 

1. One Administrative Unit $0.34 

2. Several Administrative Units 0.31 




I 

I 



Counties with population 
between 10,000 and 100,000 

1. One Administrative Unit 0.27 

2. Several Administrative Units 0.24 



Counties with population less 
than 10.000 ■ ■ 

1. One Administrative Unit 0.18 

2. Several Administrative Units 0.22 



111.0 

106.8 



91.0 

99.7 



TOTAL SAMPLE 



$0.27 



101 . 0 % 



O 



ERIC 

MMiffilffriTLiU 

I 
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TABLE III-9 

STATE INCOME AND SALES TAXES AS REPLACEMENT 
FOR LOCAL PROPERTY TAX FOR SCHOOLS 

NORTH CAROLINA 
(1968 - 1969) 



Local Sales Tax . Local Income Tax^. 
Revenues Per Pup 11-^ Revenues Per Pupil— 



I 

,1 



) 



f 



Counties with population 
over 100,000 

1. One Administrative Unit $122 

2. Several Administrative Units 115 



$81 

74 



Counties with population 
between 10 « 000 and 100^000 

1. One Administrative Unit 

2. Several Administrative Units 



Counties with population less 
than 10.000 

1. One Administrative Unit 

2. Several Administrative Units 



27 

35 



total sample 



$78 $52 



-^presents an additional 1%; sales tax at the local level. 

-Represents a 25% surcharge on the existing state personal income tax 




’, 1 ' - 



158 



i 

I 



142 



sufficient at a percent rate to completely eliminate the property tax for 
school purposes in all districts if the same expenditure level is to be 
maintained. The medium and small sized counties receive much less reve- 
nue per pupil. But with their smaller present local contributions, the 
medium sized counties would actually receive more revenues than they are 

currently raising from the property tax. 

Under the second assumption — allowing counties to set the sales 
tax rate at their option -- the rates required to eliminate the property 
tax would be very close to 1 percent. The only exception to the 1 percent 
rate would be the two largest counties, Mecklenburg and Forsyth. In these 
cases, the local rate of 1.25 percent would yield revenues approximately 

equal to current property tax collections. 

T.ocal Income Tax . A local income tax surcharge of 25 percent was cal 

culated for North Carolina and the results, in revenues per pupil, are 
shown in Table III-9. Although the revenue raised is less in amount than 
that raised through the sales tax alternative, the relationship among 
types of districts is similar. Table III-IO shows the surcharge rates 
necessary to eliminate the property tax. While the administrative cost, 
and the costs of obtaining compliance in allowing districts to set their 
own sales tax rates, may be prohibitive, they may he tolerable under an 
income tax. Thus, the range here may offer a guide to the surcharge 

j 16 / 

levels that would be employed. — 

A hypothetical personal income tax at the district level 'jhas been 



Sfiim 



It should be noted that the use of North Carolina 
local tax alternatives underestimates the sales or income taxes that might 
in other localities because of ‘he generally low rellan^^^^ the 
property tix for schools In North Carolina compared with other at tes. 



isa. 



mmm 



TABLE m^.1‘0 



LOCAL INCOME TAX 

SURCHARGE KATE REQUIRED TO ELIMINATE 
THE PROPERTY TAX 



Counties with lopulatlon 
Over 100,000 



1. ' One Administrative Unit 

2. Several Administrative Units 



Counties with Population 
Between 10,000 and 100,000 

1. One Administrative Unit 

2. Several Administrative Units 

Counties with Population 
Less than 10,000 

1. One Administrative Unit 

2. Several Administrative Units 



TOTAL SAMPLE 







. . 





r.. 







A8.0% 

45,1% 



42.2% 

38.7% 



45.0% 

33.0% 

42.5% 
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calculated for the State of Washington which currently has no income tax, 
state or local. The average rates required to raise sufficient revenues 
to replace those now raised through the use of the local property tax are 
very similar for each type of district. However, there is considerable 
variation within the district types. For example, the suburban district 
of University Place would have to impose a surcharge of only 9 percent to 
yield $145 per pupil, its current property tax collection. Another of the 
suburban districts, Kent, would have to impose a 30 percent surcharge, for 
a yield equal to its current property tax collections of $315 per pupil. 
Substantial differences in revenue generating capacity from the same tax 
rates also exist; the Bellevue school district could raise $329 per pupil 
with a surcharge of 19 percent while Bethel could only raise $111 per 
pupil at the same tax rate. 

The local tax alternatives considered above could provide some relief 
to low income groups excessively burdened by the property tax. However, 
as long as the local taxes are levied on a district basis, they will pro- 



vide little reduction in the revenue generating differences that exist 
among districts.—^ This is due to the strong correlation which exists 



among the three largest tax bases: retail sales, personal income, and 

18/ 



residential property. — 



In addition, a greater proportion of these taxes will be paid by the 
district residents since they are not likely to be shifted outside the 
district to any great extent as is the property tax on commercial and in 
dustrial property. \ 4 



18/ 



This means that without a concomitant change in the state distribution 
formiila, the level of education spending in a district would be largely 
dependent upon its local wealth. If the principle articulated by the Cali- 
fornia S tate Supreme Court in Serrano v. Priest and by the three- judge fed- 



eral court in Texas in- Rodriguez v. San Antonio Independent School Dis trict 
is upheld, this method of financing education may no longer be constitu- 
tional. • ' 
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PART II 

ALTERNATIVE DISTRIBUTION FORMULAS 

I. PARTIAL STATE FUNDING; GENERAL PURPOSE AID 
A. Introduction 

State aid for general purpose educational expenditures has had two 
traditional goals. The first is to insure that "minimum adequate" educa- 
tional programs are provided to all children within the state. Thus the 
state guarantees that even a child in the poorest distribute will have at 
the minimum educational program the state deems essential for an educated 
citizenry. 

The second goal Is to reduce some of the inequalities in fiscal capa- 
city which exist among school districts. The existence of local govern- 
ments allows small groups of citizens to opt for the mix and levels of 
services they desire. However, the concentrations of property wealth in a 
few districts, particularly industrial, limits the range of choice avail- 
able to other districts without prohibitive sacrifice. 

With these goals in mind, most states have chosen some form of state- 
local partnership in the financing of education. The most common program 

of state aid is the Foundation Plan or Fixed Unit Equalizing Grant as 

19/ 

developed by Professors Strayer and Haig. — In theory this formula estab 
llshes a statewide uniform minimum level of educational expenditures per 

• . ■ - • ■ ■ (I ' ' • 

—^'See Charled S. Benson, The Economics of Public Education . Boston: 
Houghton Mifflin Co., 1968, p. 146. 
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pupili A minimum property tax rate is required of all districts. The 
difference between the district's property tax collections under this man- 



dated fate and the level of expenditures determined by the state for the 

20 / 



minimum program level is then paid by the state from general revenues.— 
Districts are then allowed to supplement these funds through additional 
property taxes as desired. 

Foundation plans, however, have deviated from what they were in 
theory. First, as per pupil costs continue to rise, the minimum "adequate 
program has become a smaller fraction of total current expenditures in most 
districts. Second, wealthy districts have been guaranteed some state aid 
(as flat grants) even though the required tax rate raised far more than the 
foundation program level. The purpose of the foundation plan, to achieve 
a significant degree of equalization, has thus been diminished. 

The other major equalizing program that has been used in some states 



is the percentage equalizing grant, first proposed by Professors Updegraff 
21 / 



and King.—' Under this plan the state guarantees that at the same tax 
rate, every district will have revenues equal to those available to> a dis- 
trict with wealth equal to the statewide average. The decision regarding 
the level of expenditures is left to the local districts through their 
c'hoice of tax rate. In theory this formula only assists districts which 
have below average property wealth to raise them to the average. It 
vides no reduction in the considerable disparities which can exist among 



20 / 



The problem of a district raising more in local property taxes than its 
expenditure requirement is avoided in theory by setting the foundation tax 
rate so the wealthiest district will receive no transfer from the state. 



See Charles Benson, op. clt . at p. 162, 
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I districts of above average property wealth. One proposal which attempts 

I ■ ' 

II to address this latter aspect is the "power equalizing" formula, which 

i 22/ 

I provides for negative transfers from districts of high wealth. That 

hi 

is, the wealthy districts would be permitted to keep only a set amount of 
I the revenues they raised through a particular tax rate, and would retur n . 
the excess amount to the state. In effect, this formula equalizes on the 

■V-i 

u 

1^ basis of tax effort rather than tax base. 

The next portion of this chapter suggests some alternative approaches 
to financing education which would enable the state to fulfill the two 
goals outlined -- to provide a minimum adequate program for every child 
and to lessen disparities among districts — without abandoning the exist- 
ing framework of a state-local partnership in financing. State programs 
which would match local revenues in inverse proportion to the district's 
wealth, as determined by a number of fiscal measures in addition to the 
property base, are analyzed as are some aspects of "power equalization." 
The impact on central city, suburban, smaller city and rural school dis- 
tricts of each of these alternatives, in terms of expenditure levels and 
shifts in tax rates, are shown and compared with the existing system in 
selected states. 

B. Matching Grants Based on Fiscal Capacity 
1. Description of Formulas 

One device for equalizing expenditures among districts while simul- 
taneously narrowing the differences in local tax burdens is an aid program 

22 / 

— The "power equalizing" formulas , as proposed and named by Professor 
Coons, et al . in Private Wealth and Public Education , Harvard Univers ity 
Press, 1970, encompass the percentage equalizing grant as one special case 
Analysis of the "power equalizing" type formulas which appears later in 
this chapter could then be adapted to apply to a more rigid percentage 
equalizing grant. 
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in which the state would match local revenues in inverse proportion to the 
district's fiscal capacity.^' The measure of fiscal capacity that has 
generally been used is the amount of property per pupil. However, in view 
of ^e sh ortcomings of this measure (as discussed in Chapter II), this 
study also considers such measures of the fiscal capacity of a district as 
income per capita. Income per pupil, a combination of Income and property 
per pupil, and the proportion of low income families. 

The amount of aid which a district would receive at a given level of 
wealth and tax effort depends upon the type of formula utilised to deter- 
mine the matching ratio parameters and the dollar amounts chosen for the 
formula. The range of possible formulas is unlimited. However, once the 
particular objectives are known, the spectrum narrows . Three types of 
variable ratio matching formulas are considered here to illustrate ways of 
meeting different goals. 

Formula A: Hieh level of aid to poorest districts; som^ajd 

to all districts . 

Formula A provides a district with state matching funds per dollar of 
local revenue in proportion to the district's relative fiscal capacity 
where relative fiscal capacity is the ratio of the district's fiscal capa- 
city to a particular base value.^' If the statewide average is used as 
the base, the formula provides a district of average fiscal capacity a 



23/ 



"Fiscal capacity" i4 used in this context to describe various ^income 
and wealth related measures which are used as proxies for t e ? 

trL "fisLl capacity." It is recognized that a true measure of "fiscal 
capacity" would have to take into account the stock of real . 

wealth and the various income flows, as well as the financing eman 
ing from other public services. 



2^/ Stote Aid = (1 -r Fiscal Capacity Indax) X Local Revenue ^ ^ ^ 

^^e fSSl capacity index is the ratio of Cha district’s fiscal Wpacxty 
The tiscai cape y K.a. «^n ba the »tat«wid« average £ 



Co the *110960 base, 
the measure used. 



inatsx IB - - 

ordinarily the base will be the statewide average £«ir 

y'. •>! V, S , 
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dollar of state revenue for every dollar of local revenue to be matched. 
Districts with above average fiscal capacity would receive less aid and 



districts with below average fiscal capacity would receive more than a dol- 

25/ 



lar for each dollar raised locally. — This formula provides a more than 
proportional increase in the amount of aid as a district becomes poorer. 
It also insures that even the richest district receives some aid ..2^^ 

To give an example based on property wealth as the measure of fisc.al 
capacity, assume that the statewide average property value per pupil is 
$20;, 000. There are four districts of varying property wealth; District 
(1) has $5,000 per pupil. District (2) has $20,000, District (3) has 



$30,000, and District (4) 


has $40,000. With 


the statewide average pro- 


perty value as the base. 


the following table 


illustrates the operation of 


this formula. 






District Property 


Fiscal Capacity 


State Aid Per 


Wealth Per Pupil 


Index 


Dollar of Local Revenue 


$ 5,000 


.25 


$ 4.00 


$ 20,000 


1.00 


$ 1.00 


$30,000 


1.50 


$ 0.66 


$40,000 


2.00 


$0.50 


Thus the, poorest districts receive a substantial amount of state^aid. 


but the wealthiest districts also are aided. 


A district with five times 



25/ 



The base need not be set at the statewide average. The base can be 
lowered to provide more' than a dollar to a district of average fiscal ca- 
pacity for each dollar raised or can be Increased to provide less than a 
dollar for such a district. 



,-rf' ' ■ 
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Since 1 - 7 - Fiscal Capacity Index never equals zeiro. 
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the average property wealth per pupil ($100,000) would, under the above 
example, still receive twenty cents for each dollar of local revenue 
raised. 

Formula B; Smaller amount of aid to poorest districts; no aid 
to wealthiest districts . 

Formula B is based on the same ratio of district fiscal capacity tc 
statewide average wealth (or any other predetermined oase) as used in 
Formula A. Under this formula, the matching rate is determined by sub- 
tractiiig the district's fiscal capacity index from a maximum matching rate 
set by the state Districts whose fiscal capacity, index exceeds the 
maximum matching rate receive no aid. To give an example using the same 
four hypothetical districts, if the maximum matching rate were set at 2, 
the result would be as follows; 



District Property Fiscal Capacity 

Wealth Pei Pupil Index 



State Aid Per Dollar 
of Local Revenue 



$ 5,000 

$ 20,000 

$ 30,000 

$ 40,000 



.25 


$ 1.75 


1.00 


$ 1.00 


1.50 


$ 0.50 


2.00 


$ 0.00 



Under this version of the formula, the most that the poorest district (one 



of no wealth Whatsoever) would receive per dollar of local revenue is 
twice what the district of average wealth receives, ^ile under Formula A, 



a district one- fourth is wealthy as the district of average wealth would 



— ^ State Aid = (Maximum Matching Rate - Fiscal Capacity Index), x Local 
Revenue. As in Formula A, the base can be lowered to provide more than a 
dollar to a district of average fiscal capacity or can be increased to 
provide less than a dollar for each dollar raised. 

: 'Cl ' /•v’’ I'v 

‘ V i* 
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get four times what the latter district receives per dollar of local reve- 
nue. 

On the other hand, in contrast to the situation under Formula A where 
even the wealthiest districts receive some aid, under Formula B, any dis- 
trict with more than twice as much wealth ($40,000) as the state average 
would receive no state money. 

Formula C: High level of aid to poorest districts; no aid to 

wealthiest districts . 

Formula C, a combination of Formulas A and B, is designed to provide 
a more than proportionate Increase in the rate of aid for the poorest dis- 
tricts, while simultaneously incorporating a steeper decline in the rate 

28/ 

of aid to richer districts, with zero aid to the wealthiest. In effect. 

Formula A is applied to districts with a fiscal capacity index less than 
one, while Formula B is applied to districts with an index greater than or 
equal to one. To Illustrate with the same hypothetical districts, if the 
base remains the statewide average property wealth and the maximum match- 
ing rate is set at 2, the results of Formula C would be: 



District Property 
Wealth Per Pupil 


Fiscal Capacity 
Index 


State Aid Per Dollar 
of Local Revenue 


$5,000 


. 25 


$4.00 


$20,000 


^ V 1.00 


$1.00 


$30,000 


1.50 


$0.50 


$40,000 


2.00 


$0.00 


State Aid » . 


^ - Fiscal Capacity Index) x Local Revenue; if Index «Cl 
(Maximum Matching Rate - Index! x Local Revenue; if 




^ndex 2^ , 1. 
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The following table sununatiees the Impact of the three formulas on the four 
hypothetical dlstrlcta described above, using the statewide average per 
pupil property value as the base; 

DOLLARS OF STATE AID PER DOLIAR OF LOCAL REVENUE 



Formula A 



Formula B 



Fomula C 



District (1) 

$ 5,000 per pupil 
District (2) 



$20,000 per pupil 
(Statewide average) 



$4.00 


$1.75 


$4.00 


$1.00 


$1.00 


$1.00 


$0.66 


$0.50 


$0.50 


$0.50 


$0.00 


$0.00 



District (3) 

$30,000 per pupil 
District (4) 

$40,000 per pupil 

V 

As discussed above, the outcome of applying any of these formulas can 
be modified by shifting the base value or the maximum matching rate, or 
both, A more powerful method of control on expenditures would be to place 
a maximum limit on the amount o:E local revenue to be matched. Without 
such a restriction, some of the desired equalization may not occur, since 
wealthy districts may want to raise larger amounts of local revenues, even 
If they are matched at a very low rate, because of their relative ease of 
doing so. Poorer districts may not be ablpo increase their tax effort 
enough to generate the local revenue required to narrow the expenditure 
gap. A restrlctlpn on the maximum; amount of local rey^nue to be matched 
«uld prevent the state from hdlplng wealthy district^ to Increase the gap 

A more severe restriction on district spending behavior would 1* for the 

1KQ 
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state to set the total dollar amount, as with the usual foundation pro- 
grams, to be funded out of combined local and state revenues and require 
each district to levy the taxes necessary to raise its share as deter- 
mined by the formula . 

2. Results of Analysis 

The effects of a variable ratio matching program depend upon which 



Imeasure of fiscal capacity is used, which base value is selected (state- 



wide average or above or below that average), the type of formula as out- 

29/ 

I lined above, and the extent of matching allowed. 



The effect on the different categories of districts of selecting al- 



; •} 






• ''vv.*/ 

Xv 



fternative measures of fiscal capacity or wealth has already been discussed 
in Chapter II. Central cities have higher per pupil property values than 
other types of school districts. Thus central cities will receive less 
state aid per dollar of local revenues than suburban or rural school dis- 
tricts if this measure is used as the basis for distributing state aid. 

If income, rather than property value, is used as the measure of fiscal 
capacity or need, the effect on the four types of districts will vary, 
depending upon whether per pupil or per capita income is used as the unit 
of measurement. Central cities benefit most under the latter because they 
have larger non-public school enrollments and because a somewhat smaller 






XS;:® 



proportion of their population is of school age compared to suburbs or 



30/ 



other types of districts.””' 



conclusions reported here are based upon simulations using the 
Cfivarious formulas and certain restrictions on local revenues in all six 
Istates. However, the use of alternative fiscal capacity measures had to 
• j|be limited to four states since income data were not computed for Califor- 
inia or New •York. ^:,,•: 



|nla 
13 0/ 



North Carolina exhibits a similar pattern among the largest counties 
the medium and smaller sized counties. As discussed in Chapter II, 



ERIC^ 



Ithere are no suburban districts in that state. 
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Other measures of fiscal capacity used in this analysis are (1) an 
average of per pupil income index and per pupil property wealth index and 

31/ 

(2) the proportion of poor families in a district. The advantage 

which suburbs derive from their lower property values per pupil in terms 

of receiving state aid under a variable matching ratio formula based on 

property wealth, is not significantly altered by using a combination of 

income and property value as the measure of fiscal capacity. This result 

is due to the use of a simple unweighted average in this analysis and the 

fact that a smaller difference exists between relative income and property 

. ^ . 32/ 

indices based on a per pupil rather than a per capita basis. 

The use of the percentage of poor families offers the most dramatic 
contrast with the other measures of fiscal capacity. For example, using 
the percentage of poor families as the measure of fiscal capacity, and 
distributing funds on the basis of Formula A, Detroit would get $1.15 
from the state for eveiry dollar of local revenue. In contrast, if per 
capita income or per pupil property wealth were used, Detroit would get 
only $1.02 and $0,99 respectively. Even more startling, suburban areas of 
Michigan would get an average of $0,42 for each dollar of local revenue. 







31/ 



To obtain the proportion of poor families in a district, the percentage 
of federal joint income tax returns under $3,000 in adjusted gross income 
filed from that district in 1967 was used. Since the matching formulas 
provide more funds as the wealth indcK declines, the index variable used 
in this case is the inverse of the p^aircentage of low income families. 



32/ 



This alternative was considered because the State of Iowa has used a 
similar index in its distribution formula. The Iowa index is overwhelmed 
by the property measure because it utilizes the average of property and 
income based on the state average rather than an average of the relative 
index of each type of wealth. In addition, property is weighted by 0.7 

and income by 0.3. ^ . 

A more meaningful measure, from an economic viewpoint, would be to 
capitalize the flow of income from the real property and add it to income 



to obtain a measure of relative net worth. 



±21 
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using percent of low^ income families as the criterion for distributing 
funds, compared with $1.00 using per pupil property wealth. As with De- 
troit, rural areas of Michigan would benefit if the percent of poor 
families was the measure of fiscal capacity used. A similar pattern is 
found in all of the states v/here Income data could be analyzed. 

Another way in which the impact of the variable ratio matching pro- 
gram can be affected is by changing the units in which the district's 
wealth is measured. The income and property measures utilized were based 
on pupil membership. In Michigan, this measure approximates enrollment 
(average daily membership), but for other states average daily attendance 
is used as the basic unit. A shift from ADA to enrollment as the unit of 
measurement upon which the distribution of state funds is based would 
benefit central cities in those states since their ratio of average daily 

attendance to enrollment is smaller than for other types of districts. 

, 

An approach with greater potential impact than switching from ADA to 
enrollment is the use of a weighted pupil unit. Such weights would allow 
the incorporation of more sophisticated measures of educational need and 



J' ^'yp to assign them. With limited data on the distribution of students by 




even cost differentials into the variable ratio matching formula. The 

•i. . 

successful application of this modification requires data on the numbers 




of students in categories of special need and on the appropriate weights 



grade and the number of mentally and physically handicapped students, the 




mpact of this shift was calculated for Delaware and Washington using both 
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ERJC 



156 






33/ 

the property and Income measures of capacity. The changes were not 

dramatic, but they were consistently to the benefit of the central cities. 

If account is taken of the educationally disadvantaged or higher costs of 
teacher salaries, larger benefits accruing to the central cities may be ex- 

pected. 

As discussed previously, the types of formulas used in this analysis 
differ in the maximum and minimum levels to be received or matched. For 
mula B, with its floor of zero aid for wealthier districts and a smaller 
range of matching ratios, reduces the average amount of state aid received 
per dollar of local revenue when compared with that received under Formula 
A. The amount of reduction depends upon the fiscal capacity measure used, 
in Michigan, the range in the reduction of state aid suburban districts is 
from tv/enty-six cents per dollar raised locally under either the per pupil 
income criterion or the percentage of poor families criterion, to six cents 
per dollar raised when using per pupil property values as a basis for match- 
ing state aid. The shift is even greater in the rural areas. The reduction 
in state aid per dollar of local revenues there, utilizing percentage of 



33/ The average fiscal capacity indice 



s were: 



Property Property Per 
Per Pupil Weighted Pupil 



Income Per income Per 
Pupil Weighted Pupil 



Delaware 

Central Cities 
Suburbs 

Washington 

Central Cities 
Suburbs 

The index for a district of average fiscal capacity would be 1.00. 

34/ The disparity analysis demonstrated the concentration of the two groups, 
■indents qualifying under Title I of ESEA and members of Mnority 
which serve as proxies for the educationally disadvantaged in the central 
cities . It was no t possible tor use; a direct measure such as students scor- 
ing in the bottom decile on statewide reading tests for either of these states 



1.28 

1.01 


1.21 

1.03 




1.27 

1.23 


1.20 

1.27 


1.41 

0.88 


1.31 

0.92 
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1.17 

1.00 


1.12 

1.01 
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poor families as the measure of fiscal capacity, is from $1,79 under 
Formula A to $1,36 under Formula B, 



ERIC 
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Formula C, with its floor of zero aid for the wealthier districts 
but a large range of matching ratios similar to Formula A for the poorer 
districts, will produce average state aid levels between the levels for 
Formulas A and B. With suburban districts predominantly above average in 
fiscal capacity as measured by any of the income criteria, the Formula C 
average aid per dollar of local revenue is close to that for Formula B, 
which represents a significant reduction from the Formula A level. 

Suburban districts do regain their advantage when property wealth is 
used as the measure of fiscal capacity, since many suburban districts have 
property values below the statewide average. 

The central city of Detroit, on the other hand, experiences little 
change regardless of the formula used since it is close to the statewide 
average in almost all of the various measures of fiscal capacity. 

The impact of alternative variable ratio matching formulas is demon- 
strated more sharply when districts within a particular category are 
examined. As shown in Chapter II, the suburban category of districts con- 
tains the greatest diversity, as evidenced by the existence of both high 
property wealth- low income districts and low property wealth-high income 
districts. The existence of the first type of district is due primarily 
to the concentration of industrial property. The Detroit suburbs provide 
good examples of each type: Hamtramck, the high property wealth- low in- 

come district, and Birmingham, a low property wealth-high income district. 

Table III-ll contras ts the dollars of state aid per dollar of local 
revenue received under the various, fiscal xjjiteria for these two districts. 
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Hamtratnck receives no state aid under Formula 6 using the property value 
criterion, while Birmingham would not receive any funds using any one of 
the three Income criteria. 

Setting limits on the amount of local revenue to be matched is an 

additional means of controlling the various effects the variable ratio 

matching formulas can have. Table III- 12 demonstrates the program's im- 

[ , when the existing tax rates are maintained, and the local revenues 

Cl .. irently being raised are matched. The amount of total program revenue 

correlates highly with the level of local revenues unless there are great 

differences among districts in the particular measure of fiscal capacity 

being used. For Instance, under the per pupil property value criterion, 

35 / 

the existing disparities among categories of districts are Increased. 

The use of Income per pupil and Income per capita criteria results in a 
reduction of average suburban expenditure levels compared to those of 
smaller cities. In addition, under both of these criteria, in the case of 
smaller city districts and rural districts, the disparities In per pupil 
revenues Increase considerably compared to the disparities when per pupil 
property wealth is used. The Increased variation within these districts 
under the per pupil and per capita Income criteria results from differences 



I 

t 



The coefficient of variation for the actual state and local revenues 
was .16 in 1968-69 and would have been ^24 if the variable ratio program 
using the property criterion had been employed. This slight Increase re- 
flects the increased gap between suburban and rural districts. Both groups 
are below average in property wealth so the higher revenue effort of the 
suburban districts is reinforced by the distribution of state aid. It 
should be noted that within the suburban category, where there is little 
difference in tax rates (a coefficient of variation of .10) but where the 
property tax collections differ considerably (a coefficient of variation 
of *44), the program's effect is to reduce the coefficient of variation 
for total state and local revenues from the present .24 to .16. 
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in the distribution of property wealth compared with the distribution of 

income wealth. Under the property wealth criterion, the formula provides 

a balancing effect between districts with similar tax rates but diverse 

property wealth per pupil. However, under the income related criteria, 

the diversity in local revenue generated can be accentuated by the state 

,36/ 

revenues distributed under this formula. 

The very large disparities among district categories in the percent- 
age of poor families illustrates the strong shift in relative expenditure 
levels that utilizing this measure of fiscal capacity can produce. Rural 
areas, while levying an average tax rate, which is two-thirds of the sub- 
urban average rate, receive on average twelve percent more total revenue 

per pupil than suburbs. 

As also can be seen in Table III- 12, the mean state and local reve- 
nues under all the alternative criteria are larger than the existing 
level of state and local revenues. These formulas are calculated on the 
basis of a 50-50 sharing of revenue raising between the state and the 
local district for a district of average fiscal capacity. At present, 
Michigan contributes only 40.5 percent of non-federal revenues, so that the 
formulas as calculated represent an increase in the state's obligation. 

Interestingly, if the objective is to equalize the dollars available 
per pupil in all school districts, then per pupil property wealth (the 
measure most frequently used .at present) should be selected as the measure 
of fiscal capacity upon which the distribution of state funds is based. 



^ The impact on the ultimate distribution of state and local revenues 
uftev shifts in local behavior has not been calculated here. It is to 
be expected that the local adjustments will differ considerably under the 
var^s criteria for they imply in many cases widely different costs at 
the local level in raising a dollar fpij, educational purposes. 
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elnce under this nee.ure the dlsparltle. a».ng all diatriet. in the aa.ple 
are the least. 

Of courae. this conclusion does not take Into account the fiscal be- 
havior of local school districts If a variable ratio matching program were 
Introduced. For districts with smaller fiscal capacity, the price of edu 
cation relative to other local public servlcea will have declined, perhaps 
encouraging these districts to Invest more In education than In other ser- 
vices .22/ Thus, the existing tax rates for public education may be raised 
^re in the low fiscal capacity districts than In those with high fiscal 
capacity, unless the amount of local revenues to be matched by state funds 

Is limited. 

As noted above, the use of any criteria other than per pupil property 
wealth will result In greater differences In expenditure levels among dis- 
tricts. However. If Instead of dolUr eguallratlon. the aim Is to concen- 
trate funds in particular districts on the basis of their special educa- 
tional or fiscal needs, one of the other measures of fiscal capacity may 
be preferred. The choice of measure Involves finding one that produces 

the desired distribution of funds. 

In order to prevent wealthier districts from Increasing the expendi- 
ture gap, limits can be placed either on the amount of taxes that can be 
levied or the amount of local revenues that the state will match. If the 
latter course is taken, there will be considerable differences In the tax 



22 / unless, of courae, the state Is P- ‘ 

more advantageous matching gg demand in this area may 

rLtur~t5:rerit'wiU not be a strong competitive force for 

dollars which could be uaed for education. 
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effort which the districts will have to make to raise their local share. 

For example, among the suburban districts of Michigan, the range in mill 

rates required to raise $100 per pupil locally is from 1.3 mills in Dear- 

38/ 

bom to 6.5 mills in Lake Shore.~~ Table III-13 shows the average tax 
rate by type of district required to raise $100 of local revenues. Thus 
the variation in local revenues is eliminated, preventing the distribution 
of resources from being Influenced by the amount of local revenue raised 
by each district, but differences in the local tax burden will have in- 
creased substantially. 

3. Conclusion 

In this section, the focus has been on the effects of variable ratio 
matching formulas on the distribution of educational resources and on the 
local tax burden. Special emphasis has been placed upon variations in the 
type of formula and parameters used, the measure of fiscal capacity em- 
ployed, and the extent of matching permitted. For example, concentration 

39/ 

has centered upon Michigan, — a moderate aid state, for which this type 
of program represents a realistic alternative to the existing state aid 
program. In the high aid states, the local role is too small to permit 
treating this alternative as a substitute for the existing program. Even 
as a supplementary program, the calculated results which indicate an in- 
crease in disparities are likely to be misleading because changes in local 
tax efforts may be significant. This may be especially true if the state, 

W 

— The coefficient of variation in mill rates among suburban districts is 
a high .47, compared with .26 for rural areas and .20 for smaller cities. 

39/ 

— As mentioned earlier, Michigan was the only moderate aid state for 
which data on all the measures of fiscal capacity was available. 
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TABLE I II- 13 

VARIABLE RATIO MATCHING GRANTS 
UNIFORM LOCAL REVENUES PER PUPIL 
Tax Rate Required to Raise 
$100 in Revenue 

Average- Tax 
Rate^' 



Central City 


$0.29 


Suburban Areas 


$0.30 


Smaller Cities 


$0.28 


Rural Areas 


$0.37 


TOTAL SAMPLE 


$0.30 



4 

<01' 



JL^Tax rates are expressed in dollars per hundred dollars of full value 
of property. 
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in an attempt to reduce its role, allows the additional funds necessitated 
by inflation to be provided by a partnership arrangement rather than pro- 



vide a "basic" educational program by itself. 

C. Power Equalizing Formula 
1. Description of Formulas 

A scheme for distributing funds which takes into account both the 

relative property base and the level of tax effort of each district, called 

40/ - 

"power equalization," was first proposed by Professor Coons The 

underlying principle of this approach is that the expenditure level of a 
district's education program should be determined solely by its tax effort, 
regardless of its property wealth. In effect, a guaranteed tax base is es- 
tablished for each level of effort as measured by the tax rate. The state 
then makes up the difference between a district's actual tax revenues and 



the amount that would be produced from the base guaranteed for its par- 
ticular tax rate or level of effort. On the other hand, in high property 

value districts, the state would take away any local revenue in excess of 

^ 1 / 

the proceeds that would have been generated by the guaranteed base. 



Coons. Clune, and Sugarman, Private Wealth an d Public Education, Har- 
vard University Press, 1970. As noted earlier, this alternative is an ex- 
pansion of the percentage equalizing grant. 

State Aid^ » r^ (P.P^.W, - W^) 

P.E.W. - f ( ) 

wnere 

State aidj^ is the amount of the transfer to or from district i 
is the tax rate in district i 

P.E.W. is the guaranteed tax base for all districts with tax rate r^ “ R. 
is the tax base in district i 

f ( ) is th: function chosen to relate the guaranteed tax base with any 
tax rate. 

For wealthy districts (W^^ P.E.W. Stste Aid will be negative. 
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An example of two specific formulas will elsarly Illustrate the oper- 
ation of "power oqoallaation." In Case A, the guaranteed tax base is a 
constant for aR tax rates. Fer purpose of illustration, it is assufaed to be 
$50,000 per pupil. In Case B, the guaranteed tax bases increase with 

I increases In the tax rate.~ With two districts, one with a property 

value of $40,000 per pupil end the other with a per pupil property wealth 
of $60,000, the two "power equalising" formulas would produce the results 
shown in Table III-14 if their tax rates were equal. (For purposes of 

illustration, the tax rate is set at 1.1 percent). 

If the poorer district had been taxing itself at a higher rate, for 

example at 1.65 percent, to offset the wealth advantage of the other 
district, "power equalising" would produce the results ihown in Table 
I 1II-1>. The "power equalizing" formulas thus assure that districts taxing 

themselves at the same rate will have the same amounts available for their 
educational program. These formuUs also substantially reward districts 

with higher tax rates* 

One of the stated alms of the formula, as initially proposed, is to 
provide equal dollars for equal effort without restricting local autonosv. 
in other words, districts could choose different tax rate levels, leading 
I to different levels of spending. This will result, as shown in Table III-15 

in unequal expenditures per pupil among districts because of differences in 




Case A: P.E.W.j^ = $50,000 per pupil for all tax rates 

Case B: F.E.W.j^ » $50,000 per pupil Ri 

vhere 

P.E.W.jsis the "power equalized" guaranteed tax base for tax rate 
Ri is the property tax rate in district i expressed in dollars per 
$100 of full market value. 
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TABLE III- 14 

POWER EQUALIZATION EXAMPLE 
EQUAL TAX KATES 

Case A 



(1) 


(2) 


(3) 


(4) 


(5) 


(6) 












Revenues 






Property 


"Power Equal- 




Available 






Tax 


ized" State 




for Operating 


District 


District 


Collections 


Guaranteed 
Tax Base -1' 


State , 
Aid 2/ 


Expenditures 
Per Pupil 


Tax Base 


Tax Rate 


Per Pupil 


$40,000 


1.1% 


$440 


$50,000 


$110 


$550 


$60,000 


1.1% 


$660 


$50,000 


-$110 


$550 









Case B 






(1) 


(2) 


(3) 


(4) 


(5) 


(6) 












Revenues 






Property 


"Power Equal- 




Available 






Tax 


ized" State 




for Operating 


District 


District 


Collections 


Guaranteed 
Tax Base 


State, 

Aldl/ 


Expenditures 
Per Pupil 


Tax Base 


Tax Rate 


Per Pupil 


$40,000 


1.1% 


$440 


$55,000 


$165 


$505 


$60,000 


1.1% 


$660 


$55,000 


-$ 55 


$505 



~'^The "Power Equalized" State Guaranteed Tax Base Is determined by 

Case A: P.E.W.j^ " $50,000 per pupil for all tax rates 

Case B: P.E.W.j^ “ $50,000 per pupil x Ri 

Ri. is the property tax rate in district i expressed in dollars per 
hundred dollars of full market value. 

■^State Aid ■ District Tax Rate x (P.E.W.|^ - District Tax Base) 

(Col. 5) » (Col. 2) X ((Col. 4)- (Col. D) 

3/ 

— Revenues ■ State Aid + Property Tax Collections 
(Col. 6) - (Col. 5) +fcol. 3) 
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TABLE III- 15 

POWER EQUALIZATION EXAMPLE 
DIFFERENT TAX RATES 

Case A 



(1) 


(2) 


(3) 


(4) 


(5) 


(6) 

Revenues . 






Property 

Tax 


"Power Equal- 
ized" State 




Available 
for Operating 


District 
Tax Base 


District 
Tax Rate 


Collections 
Per Pupil 


Guaranteed . 
Tax Base — 


State , 

Aid .3 


Expenditures . 
Per Pupil — 


$40,000 


1.657. 


$660 


$50,000 


$165 


$825 


$60,000 


1.107. 


$660 


$50,000 


-$110 


$550 



Case B 



O 

ERIC 



(1) 


(2) 


(3) 


(4) 


(5) 


(6) 

Revenues 






Property 

Tax 


"Power Equal- 
ized" State 




Available 
for Operating 


District 


District 


Collections 


Guaranteed 
Tax Base 


State , 
Aid 


Expenditures 
Per Pupil — ' 


Tax Base 


Tax Rate 


Per Pupil 


$40,000 


1.657. 


$660 


$82,500 


$701 


$1,361 


$60,000 


1.107. 


$660 


$55,000 


-$ 55 


$ 605 



”^The "Power Equalized" State Guaranteed Tax Base is determined by 
Case A: P.E.W. ** $50,000 per pupil for all tax rates 

IV 

Case B: P.E.W. » $50,000 per pupil x R£ 

R£ is the property tax rate in district i expressed in dollars per 
hundred dollars of full market value. 

-^State Aid » District Tax Rate x (P.E.W.r “ District Tax Base) 

X ((Col. U) - (Col.D) 



3 / 



(Col. 5) - (Col. 2) 

Revenues ■ State Aid + Property Tax Collections 
(Col. 6) - (Col. 5) +(Col. 3) 



If 



V' • ' 
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levels of effort elected. 

The formula was examined using its most simple case, a constant 
guaranteed tax base (Case A in the example given above), and a guaran- 
teed base which increases with effort (Case B in the example). 

The choice of the property base is critical to determining the Impact 
of the program. A high base will provide a windfall of dollars to many 
districts if they maintain current tax rates. While some of these funds 
might be used to meet previously unfulfilled educational needs or to 
reduce tax rates, it is possible that some money will be used for larger 
wage increases and unnecessary expansion of the educational program. 

The formula encourages growth in the educational sector because it 
distorts the relative price of education vis-a-vis other public services; 
that is, it becomes easier to raise n dollar for education than for police 
and fire protection, health care, recreation and other public services. 
When the guaranteed base increases with effort, the relative prices 
become even more distorted as the educational program is expanded. 

A low guaranteed base presents other problems. It would require many 
districts to transfer funds to the state. Such transfers may encourage 
an exodus to private schools. A high property wealth community may be 
unwilling to raise its tax rate to maintain its programs at the previous 
level, because of the large outflows to the state that would be the result 
of such rates. Thus, the community would elect a low tax rate and a 
severely curtailed educational program which would be used only by those 
too poor to afford private schooling, 

2. Results of Analysis 

The two "power equalization" fonmilas described in the previous 

186 
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section as Casas A and B were utilised In the analysis. For both Cases 

A and B, a high and low guarantee level were used.~ The high level was 

set at the 90th percentile level of property wealth per pupil of the 

sample districts for each state analysed. The low leve^Ms set at the 

average of suburban district property wealth per pupil. For those states 

where state funding constitutes a high proportion of total state-local 

education support, and where local tax efforts are low. *e fotncla was 

utilized as a means of supplementing existing state aid. In the amdetate 

aid states, the formula was used as a total replacement for current state 
47/ 

aid programs. 

Table 111-16 shows the Impact of these alternatives on tax levies 
required to maintain the existing level of expenditures In districts in 

the states of Delaware and California# 

Case A. In Case A, the tax rate required to maintain existing 

expenditure levels decreases as the level of the guaranteed base is in- 
creased. In Delaware, the use of the high guarantee (the 90th percentile 
level) result! in substantial reductions in the local tax rates for 
categories of districts. Under the low guaranteed base (the suburban 



1 *?/ Case A; Power Equalized Wealth Per Pupil A 

“ Sse B* P^r Equalized Wealth Per Pupil = A x Ri where A is an 

s^«a?y constant mid Is the district's tax rate expressed 

in dollars per $100 of full market value. 

(4/ Guarantee level here refers to the constant. A, described In the pre- 
ceding f oo tno te . 

i5/ Using the statewide average property value touW 

^feasible because of the number of districts that would have to cut bacR 
their current programs. 

4.6/ Delaware, North Carolina, and Washington. 

!f7/ California, Michigan, and Newifork. 



i 
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I 
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district average property value), tax rates will increase in all but the 



smaller city district category. 

The variations which occur within the categories of districts in 
Delaware should also be noted. In general, the suburban districts exper- 
ience the largest increase in tax rates among the various categories of 
districts when the guaranteed base is low and have the smallest reductions 
in tax rates when the guaranteed base is set at a high value. Yet, the 
suburban De La Warr district gains substantially under both options. De 
La Warr is able to reduce its tax rate by 46 percent with the low guaran- 
teed base and 65 percent with the high. Rural districts generally benefit 
from power equalization in terms of tax reduction, but rural Cape Henlopen 
must raise its taxes — 119 percent at the low value and 43 percent at the 
hieh value — which is more than aiqr other district, including the wealthy 

suburban district of Alexis I. DuPont. 

In California, where the formula aid is analyzed as a substitute for 
the existing combined state-local education programs, the required rate 
increases are much higher. Such a result is expected when the equaliza- 
tion value is low (the suburban average wealth level) since, as noted in 
Chapter II, suburban districts fall below the state average in property 
wealth. However, the average rate increases with the high guaranteed 
base (the 90th percentile level) indicate that wealthy districts will 
receive less aid than at present. 

48/ It should be noted that the average values for district categories 
are weighted by property value to demonstrate the average impact on a 
dollar of property. Thus, within a district category, while many juris- 
dictions with low proprety values may benefit, these benefits do not con- 
tribute enough to offset the losses to high property wealth districts. 

(A much different picture would result if the impact were calculated for 
the median taxpayer). Thus, among the rural districts in Delaware, only 
three districts have to increase their tax rate in Case A, using the low 
guaranteed base, but the magnitude, of the increase results in a positive 
overall average increase for; rural .areas. 
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Case B. The results of applying the Case B formula illustrate an 
anomaly which arises from i common misunderstanding regarding school 
financing. It Is generally believed that low property wealth districts 
have very high tax rates to maintain some form of equality with high 
property wealth districts. As the disparity analysis Indicated, the 
lowest wealth* districts are located In rural areas and their tax rates 
are also generally the lowest. On the other hand, some of the highest 
tax rates are found in wealthy suburban districts. Since the objective 
of the Case B formula Is to increase the guaranteed tax base for disttlcts 
with higher mill rates, the relative disadvantage of rural districts Is 
accentuated. 

Another facet of the Case B formula is illustrated by comparing the 
results for Delaware and California. Delaware experiences large upward 

I 

shifts in the tax rates required to maintain current expenditure levels 
compared to those in the Case A formula. This is a result of the 
Case B formula, where the tax rate, expressed in dollars per $100 of full 
market value of property, is the multiplier of the constant gusranteed 
base. Thus any district with a tax rate of less than $1.00 per $100 
market value has a smaller guaranteed base from which its revenues are 
calculated. Delaware, therefore, with its much lower tax rates than 
California, must Increase them by a greater percentage to maintain existing 
programs. 

This phenomena again illustrates the problem of choosing the formula 
that determines the guaranteed tax base. If the Case B type formula Is 
to be used and It is not desirable to force rural districts to make large 
increases In their tax rates to maintain existing expenditure levels, the 

190 



174 



constant vlll have to be eet at an extremely hi^ level. Such a constant 
will distort even note the cost of raising a dollar for education for 
other types of districts with higher tax rates as their guaranteed tax 
base diverges mote sharply from the actual property base which supports 

Other services. 

aantnnnal state Costs . An Importsnt issue in considering the power 
equalisation scheme Is the increased cost to the state. An accurate pre- 
diction of these coats requires knarledpe of the tax rates which will be 
levied by all the districts in the state. Since Delaware is the only 
state Vfhere all districts ate included in the sample, this analysis was 
undertaken only for that state. Table 111-17 indicates the additional 
costs to the sute under the assumption that local districts will continue 

to tax at their present rate. 

TABLE 111-17 
TOMER EQUALIZATION 

program costs in DEMMARE 





Case A 


Case B 






Low 


HiKh 


LoV 


High 


Actual Cost 


$1,534,000 


$9,078,490 


-$4,021,800 


$597,430 


Percent Increase in 
Current State Revenues 


3.07. 


17.57. 


-7.77. 


1.27. 


Percent Increase in 

Current State-local Revenues 2.47. 


14.47. 


-6.47. 


1.07. 



The' table indicates the large increase in the state’s level of sdhool 
support when the high guarantee base Is used as compared to the low base. 
The percentage Increases are not large for Delaware, reflecting the 
already large state contributions and the low tax rates of local districts 
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The decreased state costs that result from application of Case B with a 
low guaranteed base illustrate the penalizing effect of this foxmula on 
districts with lower tax rates. 

Among the major difficulties with the "power equalization" approach, 
one of the most formidable is that the fiscal impacts are not readily 
predictable because of unanticipated shifts in behavior. This uncertainty 
was disregarded to perform the calculations discussed above by assuming 
that localities would continue to tax themselves at the same rates. 

Yet it seems logical to assume that districts with high property 
values would try to avoid raising sizable an»unts of revenue that would 
promptly be siphoned off by the state for use in poorer districts. Since 
each district can >'hoose its own level of tax effort, the result could 
be even greater disparities in per pupil expenditures among districts. 
Short of an actual test, therefore, one may only guess at the likely 
effects of the "power equalization" alternative on these disparities. 

A particular "power equalizing" formula could be utilized, however, 
in a way that might sharply reduce disparities in effort. For example, 
the fozmula would provide for a guaranteed base which increased with 
increases in tax effort, but only within a narrow spectrum of tax rates. 
Below and above this range, the guaranteed tax base would decline sharply, 
to encourage districts to tax only in that range. This would produce 
more nearly equalized funding levels throughout the state. In the 
absence of a behavioral model, it is not possible to determine whether 
such a system of incentives and disincentives would produce such a 
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II. PARTIAL STATE FUNDING! SPECIAL PURPOSE AID 

A, Introduction 

The previous section has suggested some alternative vays of discrib” 
uting state aid to local school districts based on various measures of 
fiscal capacity or need. These alternative programs were designed as 
matching programs, under which the local districts would be required to 
raise a portion of the revenues for education. 

This section looks at various measures of educational need as the 
basis for distributing state aid. It seems unlikely, however, that states 
will use these measures, contrary to their use of fiscal measures, as the 
principal basis for distributing funds. Hence, in this analysis, these 
programs are viewed as supplenental programs based on various education 
need criteria. Two types of grants are considered — direct target pupil 
flat grants to supplement the existing programs in local school districts, 
and a variable ratio grant, requiring matching funds from local districts. 

B. Supplemental Grant Proerams for the Educationally Disadvantaged 

1. Description of Formulas 

Several hypothetical state aid formulas devised to supplement pro- 
grams provided to the educationally disadvantaged are analyzed in this 
section. The basic assumption of this approach is that additional 
resources are needed to raise the achievement levels of pupils who are 
now handicapped in learning because of their socio-economic background. 

To design such programs, the first major concern is to identify precisely 
the particular pupils t/ho need special help. The second is to determine 
the amount of assistance required to improve their performance. 

Available data do not provide consistent or generally acceptable 
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measures of educational need. In the absence of such data> reliance Is 
frequently placed on membership in particular socio-economic or racial 
groups as a proxy for identifying low achieving students. Three such 
proxies are used in this study. For the purposes of this analysis, elig- 
ibility for federal funds under Title I of the Elementary and Secondary 
Education Act was used as one proxy. (Under this legislation, students 
who are eligible to participate in this program are either from families 



earning an income of $2,000 or under, according to the 1960 Census, or 
j are from families who are welfare recipients.) A second proxy is member- 
I ship in a minority racial-ethnic group, as classified by the HEW Office 

I 

I for Civil Rights. Where data were available, the distribution of 
I funds in accordance with these Indirect measures was contrasted with a 
more direct proxy: students in elementary grades who scored below the 

10th percentile for the state on statewide reading achievement tests. 



49 / These include American Indian, Negro, Oriental and Spanish-sumamed 
Americans. U. S. Department of Health, Education and Welfare, Office of 
Civil Rights, Directory of Public Elementary and Secondary Schools in 
Selected Districts: Enrollment and Staff by Racial/Ethnic Group . Fall, 

1968. 

50 / It is obvious that these are the crudest of proxies and are likely to 
be over-inclusive. Some low-income students or students receiving Welfare 
may be high achievers; some students who are members of racial-ethnic 
groups come from economically advantaged, highly educated families; some 
low scoring children on standardized reading achievement tests may actually 
be high achievers in other areas if measured by more appropriate testing 
devices. However, a number of studies have established a close relation- 
ship between socio-economic factors and student achievement. See A. Burke, 
J. Kelly, and W. Gams, Educational Programs for the Culturally Deprived - 
Need and Cost Differentials . Special Study No. 3 for the National Educa- 
I tional Finance Project. Albany: State University of New York, 1970, 

pp. B13-22 for a review of some of these studies. 



O 

ERIC 



194 



178 



Using these admittedly imperfect measures of need or degree of disad- 
vantage) how s!iall students so identified be funded? Ideally, a target 
pupil grant program would be able to categorize each student according to 
the precise level of educational resources it would take to bring him up 
to a certain achievement level and would distribute funds to the districts, 
and among individual students within those districts, in proportion to 
their need. However, such a program is impossible in view of the present 
lack of knowledge as to the amount of resources required for various 



pupils to achieve desired performance levels. 

One funding approach examined was a flat target pupil grant. Under 
this system, a state would provide funds to each district according to 
the number of its students who have been identified as members of the 
particular target group. 

Another funding approach was developed and analysed, under which the 
state would distribute funds according to ths ratio of a school district s 
average achievement level on statewide reading achievement tests to the 

statewide average achievement level. 

While the proxies of student need utilized in this analysis may be 
relatively reliable as predictors of low achievement, even though somewhat 
over-inclusive, the appropriate level of support is still a matter of 
almost total speculation. This report makes no pretense of attempting to 
resolve this issue. Rather, grant levels were selected somewhat arbitrarily 
in order to have some way of testing the distribution and fiscal impact of 
supplemental gran .s based on need, on various types of school districts 
within a state, and of estimating the financial burden on the state itself. 



Three grant levels were selected for purposes of analysis — a mini- 
grant for th(» target pupil equal to the present statewide average 



mum 



federal Rranr prr Tf-T~1 r I child in each state , varying from $138 in Mich** 
igan and North Carolina to $200 in New York; a flat $300 grant for all 
target pupils; and a tnaximum grant which would provide each target pupil 
with double the aoiount of a state’s present basic prograib for the average 
child. 

2, Results of Analysis 

(a) Flat Target Pupil Grant Formula 

In all the states studied, with the exception of North Carolina, 
target pupil aid, when distributed on the basis of any of the three proxies 
for low achievetaent outlined earlier, would be overwhelmingly concentrated 
in the central cities. This is demonstrated by the pattern for Michigan 
as shown in Table III-18 and Figure III-18(a) . A similar pattern is 
shown for New York in Figure III-18(b) . In North Carolina, the concen- 
tration would be in the medium and small sized counties, reflecting the low- 
er incomes of minority enrollment in these areas, as discussed earlier In 
Chapter II. 

Comparing the various proxies for the industrialized states, the 
racial-ethnic criterion provides the largest share for cities while dis- 
tributing very little to rural areas. Rural areas benefit more from the 
use of the Title I criterion, reflecting the lower incomes in those areas. 
The low achievement criterion correlates more highly with the Title I 
criterion than with the racial-ethnic criterion,—^ 

^^Achievement data suitable for this analysis were available only for 
the states of New York and Michigan. 
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Tho first value utilized in this analysis (designated thei mlnlmuin 
level grant) is the statewide average grant per Title I recipient received 
under the Elementary and Secondary Education Act. In this case, the per- 
centage increase for the target pupil over the current statewide average 

52 / 

per pupil expenditure (state-local funds combined ) ranges from a low 
of 15 percent in New York to a high of 30 percent in North Carolina, With 
the second value used, the $300 grant per target pupil, the respective 
percentage changes are 22 percent in New York and 65 percent in North 
Carolina. 

The assiunption underlying these figures is that the additional aid 
would be a direct educational investment in the target pupil, supplementing 
the amount provided him under the regular program. However, if the aid 
should become part of the district's general fund and is spread out for 
the use of all students, the potential increases in aid to the target 
students decline dramatically, as demonstrated in Table III -19, 

The costs of these aid programs vary sharply depending upon the 
measure used. The least expensive would be a program aimed at identifiable 
low achievers rather than one which u; 3 es a less direct proxy for the 
educationally disadvantaged. In Michigan, for example, providing the 
maximum grant to low achievers involves only a 4.8 percent increase in 
state-local education revenues, while providing the maximum grant for 
the racial-ethnic targets would cost 26 percent more than the present 

52/ Federal funds currently expended are excluded since, in the absence 
of a federal revenue sharing program, federal funds would hot be co- 
mlngled with the state-local compensatory funds but would remain as sep- 
arate categorical programs. 
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1 53/ 

•| state-local budget. These large differences in costs indicate that it 

i would be Hubstantially cheaper if the low achievers could be identified 

directly Instead of distributing funds to all members of a particular 

group just because of the high correlation generally found between member* 

ship in the group and low achievement. 

(2) State-Local Matching Ratio Formula 

j The Impact of the variable ratio matching formula, based on the 

school district's average achievement level, depends both upon the distri- 

I butlon of the average test scores and the amount of local revenue cur- 
I 54/ 

j rently raised. The resulting distribution of state dollars, as shown 

r in Table III-20, indicates the small variance in distribution of average 

55/ 

I test scored among the four types of districts. Note that in the case 
of Michigan and New York, the highest achieving districts (which therefore 
get the least amount of state funds) are the rural districts, while tho 
► districts with the lowest average achievement levels are the central 
I cities. This relationship does not hold true for California, where tho 

I 



S3/ Part of this difference is due, of course, to the fact that the nature 
of the data limited the analysis of low achievers to elementary school 
students, while the other proxies encompass all grades. However, assuming 
a uniform distribution of the other proxy groups between elementary and 
secondary schools, the cost for the maximum grant program utilizing the 
racial-ethnic proxy would still involve a 15 percent increase over that 
for low achievers. This increase iu probably underestimated since the 
distribution of low achievers is probably skewed toward the elementary 

grades, given the higher dropout rates of low achievers in the secondary 
grades. 

54/This alternative could be tested only in tho states of New York, Cali- 
fornia and Michigan baeause of the availability of achievement Score data 
in these states. 

5^/Previous studies have shown that often the most extreme variations in 
pupil performance are found within individual school districts, especially 
central cities, rather than between school districts. Seej e.g,, Thomas, 
School Finance and Educational Opportunity in Michigan . Michigan Depart- 
ment of Education, 1968. ~ 
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TABLE 

AID FOR THE EDUCAT 



VAP.IABLE RATIO MATCH 
AVERAGE READING . 
STATE CONTRIBUTIONS PER DO 





California 


Central Cities 


$1.04 


Suburbs 


.96 


Smaller Cities 


.98 



Rural Areas 



1.04 
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rural and tho cantral city dlacrlcta have the aaa.e achievement levels, 
below those of suburbs or saaller cities. Even In the case of a matching 
formula which requires every district to raise the same number of dollars 
locally, there Is only a 24 percent difference In the average amount paid 
to rural areas and that paid to the central cities In New York State. This 
la In startling contrast to the differences of 99 percent using the Title I 
j criterion and almost 2800 percent using the raclal-ethnlc criterion In the 
i flat grant target pupil formula described in the previous section. 

I If no restriction Is placed on the local matching revenues, the high 

j local revenues presently raised In suburban districts would result In a 
larger proportion of aid going to suburban areas under this formula than 
, these districts would receive under the target pupil flat grant formula, 
c. Functlonali^ld FommlnB 

i Non-Ins tructlonal Aid Alternative 

One proposal that has been suggested to provide fiscal relief for 
I school districts and to reduce the level of disparities among school dis- 
tricts, Is that the state assume the costii of non-instructlonal functions 
in the education budget. This proposal Is based upon the belief that the 
resources of some districts are severely strained due to extraordinary 
expenditures for certain non-lnstrucClonal Items, diverting needed dollars 
away from the educational program and further contributing to the dis- 
parities among districts In the educational resources available for each 
child. 

The kinds of expenditures most frequently suggested as those which 
the state should assume. In addition to construction costs, arc plant 
operation and maintenance costs (which are often high In urban districts) 
and transportation costs (which are -high In rural areas) 

204 
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additional education resources — e.g., the mentally and physically handi- 
capped, the educationally disadvantaged, vocational students. Rural areas, 
on the other hand, with small enrollments, have higher costs stemming 
from diseconomies in providing comparable programs. 

It would not be feasible to have such an alternative designed so that 
the state picked up the entire instructional portion of a local district's 
budget without any limits on the size of that budget. Thus the state 
would have to determine what was an adequate basic program and what 
types of students required funds over and above the basic program and in 
what amounts. Decisions would also have to be made as to whether small 



inefficient rural districts should be funded or required to consolidate.”” 
Thus, the state would of necessity be directly involved in decisions 
affecting a district's educational program. In short, this alternative 
would have the same disadvantages that critics of full state funding find 
— interference by the state in local district fiscal decision-making — 
but would not have the advantages of complete equalization of per pupil 
expenditures since non-instructional expenditures would still be funded 
locally. Moreover, the disparities in tax burdens among districts would 
remain, since districts with low property values would have to have higher 
tax rates in order to raise the same amount of revenues as wealthier 



districts to fund all non-ins true tional costs. 



A number of states such as New Hampshire and Michigan, now provide 
incentive payments for consolidation. 

The education finance system in existence in the State of Hawai^l until 
1965 required local units (counties) to fund non-ins tructlonal costs out 
of local revenues, the state paying total instructional expenditures. This 
system resulted in inequalities among rural and urban counties in terms 
of facilities and tax burdens. The effect of this system and the rationale 
behind moving to a fully state-funded system are described In greater detail 
in Chapter IV of this resort - ■ 



17 / 
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To estimate the impact of such an approach, without knowing what a 
state would determine was the appropriate level for a basic instructional 
program, the present expenditure levels for instructional costs in each 
district were utilized in the analysis. This alternative was simulated as 
a substitute for the current state aid program. Table III-22 shows how 
much additional aid each type of district in Michigan would receive from 
the state beyond what is currently received. 

The drawbacks of this alternative as simulated are evident from an, 
examination of Table III—22, The two types of districts often cited as 
having special needs -- central cities and rural districts -- would re- 
ceive the least amount of additional state aid. However, this is due to 
the necessity of using the existing budget for the instrufctional program 
of each district and thus reflects the inequalities in the existing expend- 
iture patterns. This is not to say the existing expendituiro patterns 
are completely inappropriate. For example, rural areas may have lower 
expenditures because equivalent instructional resources cost less in 
rural areas than in urban areas. 

This particular proposal for financing education clearly is not a 
solution for dealing with the existing disparities in educational spending 
among districts and might even increase the disparities. And, as already 
noted, if the state's approach to funding Instructional costs were any- 
thing other than merely to pay the current instructional expenditures in 
full in each district, then issues such as that of local autonomy and the 
complexity of administering such a plan might be significaftt. 

There is little merit in leaving the responsibility for raising 
revenues for non-ins true tional functions with local districts, particularly 
since these are unrelated to instructional need. For example, a low 
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density rural district located in a mountainous region is likely to have 
high transportation and plant operation costs, which are totally independent 
of the education program. Thus, an alternative where the state assumes 
full responsibility for instructional expenditures, while it may appeal 
to those who are opposed in principle to total state funding, appears to 
have no fiscal or educational advantages over full state funding. 

III. imL STATE FUNDING FORMULAS 
A. Introduction 

The proposal that the state government assume the total cost of 
education has two main goals — to equalize education for all pupils 
within the state and to remove school finance from primary dependence on 
local property taxes. Equalization of educational programs can be either 
in dollars or in real resources. It does not necessarily mean equal 
dollars for every pupil but can be regarded as applying to particular 
categories of pupils, while permitting inequalities between categories. 

For example, equal dollars or an equal number of teachers might be pro- 
vided for all elementary students in the state, but different amounts of 

money or a different pupil-teacher ratio might be considered appropriate 
for secondary students. 

If the assumption of all elementary and secondary education costs 
by the state resulted in the complete elimination of the local property 
tax for school purposes, education revenues in most states would very 
likely come from taxes that are considered to be more progressive than 
the property tax, such as a graduated state income tax. However, full 
state funding could also lead to adoption of a statewide property tax as a 
substitute for revenues previously raised through the local property tax. 

i'’ V 
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This would not necessarily increase the equity of the tax structure among 
income groups but would result in increased equity between taxpayers in 
the same income group from different districts. This results from the 
removal of the large inequalities in prope?:ty tax burdens between indi- 
viduals of the same income group located in different districts. These 
inequalities stem in part from large differences among di' -ricts in prop- 
erty values, tax rates, and assessment practices. 

Full state funding has broad implications for the autonomy of local 
districts. At a minimum, it places a budget constraint upon the educa- 
tional program of each district. Under such an alternative, districts 
would not be allowed to supplement the state-provided revenues with rev- 
enues raised through local taxes. Thus the revenues available for educa- 
tion would be a reflection of the state's legislative or administrative 
judgment of what a district's basic educational program should be. Fed- 
eral revenues presumably would remain as supplements to the state revenue, 
but unless federal revenue sharing is substituted for current categorical 
programs, the use of these funds is restricted to specific educational 
problems defined by the authorizing legislation. 

Full state funding could also go beyond merely limiting district 
expenditure levels. The state, for instance, could choose to supply 
school districts with the real resources required for their educational 
programs, mandating the numbers of teachers, aides, counselors, books, and 
other similar resources. Even the hiring and assignment of personnel 
could be undertaken at the state level. 

Thus, the amount of local autonomy permitted under various full 
state funding alternatives could vary. The state could choose any level 
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of control, granting as little or as much decision-making power to local 
districts as it desired. Short of giving districts the option of sup- 
plementary local funding, states could assure districts the maximum degree 
of flexibility by giving them comple te freedom to make allocations within 
their budget constraints, 

B, Description of Foimulas 

/ 

1. Target Pupil Grants 

/ 

A fully state funded program may be based upon target pupil 
grants. Each district would receive a grant dependent upon the district's 
number of "weighted pupils," as described below. This option, with no 
restriction placed. .upon how these funds are to be spent, would give 
districts the maximum possible flexibility under full state funding, re- 
strained only by the size of the total budget. 

In developing this formula, a particular category of students is 
assigned a weight of 1,0 and all other categories of students are weighted 
relative to this base group. The x/eight for any particular target group 
is the ratio of the cost of achieving a set of goals for the pupils of 
that group, compared to the cost of achieving these goals for a pupil in 
the base group. For example, an objective might be to take into account 
the higher costs of educating (disadvantaged students, physically and men- 
tally handicapped students, or mentally gifted students, compared to the 
cost of educating average students. Other appropriate formulas would 
include weights for the costs of providing education at different grade 

levels, or for the higher costs of educating vocational students compared 
to liberal arts students. 

After the appropriate weightings are determined for various student 
categories, other issues remain to be 'resolved. Equivalent dollars may be 

U?:' . ■■ 212 



distributed to each category of student no matter where in the state the 
particular target pupils are located. Another. approach, howeyer, would 
be to focus on equalizing real resources for various target pupil popula- 
tions, with a formula reflecting differences in prices among' various 
areas of the state. 

Obviously, finding the correct ratios to achieve the desired ends 
is a very complex process. It requires a thorough knowledge of the educa- 
tion process, the society's evaluation of the goals of the education 
system, and the economic structure of the state. As knowledge, in all 
three areas is still extremely limited, any ratios used for full state 
funding can be only very crude approximations. 

The weights assigned to the target pupil groups in this analysis 

were derived from the costs of exemplaiy programs for suburban school 

districts as given in McLure and Pence, Early Childhood and Basic Ele- 

mcutary and Secondary Education (National Educational Finance Project, 

59/ 

Special Study No. 1, University of Illinois, 1970). McLure and Pence 

do not provide adequate evidence to support their selection of particular 
target pupil populations or, more importantly, to support their cost 
ratios. The ratios used in this report to test a fully state funded 
approach based on target pupil grants must therefore be regarded as some- 
what arbitrary. 



59/ The weights for the various target populations derived from McLure 
and Pence are : 

Kindergarten 1.11 
Grades 1 to 6 1.00 

Grades 7 to 12 1.19 

Mentally and 

' Physically 

Handicapped 2.23 

Remedial & Com- 1.84 
pensatory .. . 

Vocational ' ^ v.> 1.68 ^ 
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I In addition, data limitations in all of the states included in this 

I 

I study prevented an examination of some of the target populations McLure 
and Pence regard as requiring additional resources. In most of the 
states selected for testing this alternative, data on grade distribution 
for students enrolled in basic elementary and secondary programs and on 
the number of special education students were available. However, data 
: was generally lacking on McLure and Pence's "remedial and compensatory" 
category. Consequently, Title I students and, for New York and Michigan, 
I students scoring below the 10th percentile on reading achievement tests, 

' were utilized as proxies for this category. 

2. Personnel Unit Formula 



An alternative method of fill state funding which involves less local 
autonomy is the personnel unit formula. Under this approach, a state would 
provide real resources to local districts by allocating teacher positions, 
t custodial positions, etc., and by purchasing books and supplies (or 
; allocating funds designated for these purposes), distributing them either 
I on a per classroom unit or on a per pupil basis. This altertiative is 
^ sjjmilar to the current program in Hawaii where teacher positions are 
generally allocated on the basis of classroom units varying in size 
according to t 3 rpe of students (e.g., kindergarten, elementary, special), 
and where funds for supplies and texts are allocated on a per . pupil basis. 

I Delaware and North Carolina also have a somewhat similar program, in 
I which the number of classroom units are computed according to types 
|| of students. Classroom units then become the basis for distributing 






p See Chapter IV for a more detailed description of the Hawaii program. 
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61 / 

the real resources. However, in the latter two states, unlike Hawaii, 

Iccal districts are allowed to supplimnent the state allotment to an un- 
limited extent, both in terms of additional positions and additional dol- 
lars with local revenues. Thus neither' North Carolina nor Delaware have 
a fully state funded approach. 

The degree of a district's autonomy will depend upon the flexibility 
it has for making substitutions within either the personnel or non-personnel 
areas. Some districts may elect to use two teachers' aides to fill an 
allotted teacher position, or audio-visual equipment instead of some 
textbooks. Variations in price would not constrain districts in different 
parts of the state if statewide salary schedules for all personnel and 
statewide purchasing were instituted. 

Simulation of this alternative involves calculations very similar 

to those used in the target pupil population grant formula described 

§l! 

above. In this analysis, staffing ratios given in McLure and Pence 
were used to determine how many personnel positions a district was en- 
titled to according to the number of classroom units it had. In practice, 
the state would then hire teachers to fill the allocated number of positions 
according to a statewide salarjr schedule, or would provide funds for the 
district to hire them. Payments to districts with the same number of 
classroom units need not be uniform, but could vairy according to the distri- 
bution of the education and experience levels of its teachers. 



61 /While Delaware allocates all personnel positions (including cafeteria 
and custodial workers) on this basis, the North Carolina formula is applied 
only to teacher positions. 

62/Op. Cit„ Supra . 



199 



The distribution of education and experience levels cannot be pro- 
jected nor can the statewide salary schedule that the legislature might 
elect be predicted. For purposes of analysis, therefore, the average 
teacher salary in suburban districts was used as the multiplier to deter- 
mine teacher costs. Non-teacher costs were then derived by using the ratio 
of average teacher salary costs to all other current operating expenses 
for the state. These calculations, although they involve some arbitrary 
assumptions, enable one to make reasonable estimates of the costs of 
I fu.ll state funding. 

I C . Results of Analysis 

1 • Impact on Dispari.ies 

Both the fully state funded target pupil grant formula and the 
personnel unit formula have a very significant impact in reducing differ- 
ences in dollar per pupil expenditures within a state, as can be seen 
for Michigan in Table III-23 and Figure III-23, The largest reduction in 

disparities occurring within a single category of school district is in 
• 63/ 

the suburban district category. The dollar differences which remain 

stem from two sources. First, federal program are not distributed on a 

64 / 

( uniform per pupil basis throughout the state. Second, there are dif- 
fering costs among types of districts because students with special needs 
beyond the basic program are not uniformly distributed among the districts. 
When these cost differences are taken into account, there are even fewer 
disparities among districts. 



|3/ The coefficient of variation for the target pupil formula declines 
from .23 to .15 while for the personnel unit formula, it declines to .14. 



^/ Table III-24 shows the reduction in variation 
districts when federal revenues are excluded. 




among the four types of 




\/ The target pupils include kindergarten students. Title I eligibles as a pro3^ for educationally 
disadvantaged, and secondary school students (grades 7-12), Per pupil expenditures for grades 
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2, Impact on State Costs and Tax Structure , 

Besides "equalizing" educational programs for all students 

j within a state, full state funding is intended to eliminate the differ- 

I 

j cnees in tax burdens for residents of different districts. Whether the 
I move, results in a more "equitable" tax structure depends on how the state 
tax structure is changed to meet the new revenue requirements (as well as 
on one's definition of "equity"), Ths changes in the state's revenue 
raising mechanisms will have to be considerable in many of the states, 
as illustraf'.ed in Table III-25, States such as California and Michigan, 
which are currently providing a moderate portion of the total education 
budget, would have to triple their state education budgets. Even states 
^th a high percentage of state funding, such as Delaware and Washington, 
will have._,t^ raise a substantial amount of new revenues. 

However, a more realistic comparison, is with the total funds nov; 
expended for education from combined state and local sources. When this 
comparison is made, the percent increase ivi state revenues required is 
much smaller. One possibility might be to retain the same state tax 
structure utilized for the current state share of education costs and 
use a state property tax to raise the new revenues, rather than rely on 
large rate Increases in existing state taxes, 

3. Statewide Salary Schedules . 

The levels of program costs also iHustrate an Important issue 

to be faced in a transition to full state funding -- the statewide 
salary schedule. The use of the suburban average teacher salary as the 
cost of a teacher in a personnel unit formula results in a 44 percent 
increase in state-local, expenditures in Delaware, idiich is already using 
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CURRENT STATE -LOCAL 
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a statewide salary schedule and a personnel unit formula. The increase 
here stems from th?:ee sources. First, with the present system allowing 
local supplementat:ion of revenues, suburban districts' teacher salaries 
are high relative to the statewide salary schedule because of the local 
salary supplements paid. Second, the suburban districts have a much higher 
proportion of teachers with advanced degrees than other types of districts 
and thus more highly paid teachers. Finally, if one uses the staffing 
ratios developed by McLure and Fence, there is a reduction in pupil- 
teacher ratios. These ratios are somewhat lower than those used in Del- 
aware's existing personnel unit formula. A state's costs would be less 
than shown in this analysis if some lower figure than the average sub- 
urban teachers' salary were used as the base for the state salary sched- 
ule. However, political pressures from teachers' organizations and 
other groups may be such that it would be difficult to use the state- 
wide average salary payment as the base, unless "save harmless" clauses 
and other protective devices for higher paying districts are included. 

The decline in revenue requirements of over 20 percent for New York 
State compared with present state-local expenditures for education under 
the personnel unit formula (see Table III-26) should be noted. This is 
due to two factors. First, the staffing ratios, as developed by McLure 

65 / 

and Pence, are higher than the current punil-teacher ratios in New York. 
Thus, moving to a personnel unit formula and utilizing the McLure and 
Pence ratios, would result in larger class size for this state. Second, 

65 / However, as noted in Chapter II, pupil-teacher ratios are undoubtedly 
higher than the Mew York values indicate because of differences in defi- 
nition of a classroom teacher. Despite this factor, however, there would 
still be a decline in revenue needs. 
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the average teacher salary of suburban districts is lower than that of 
New York City. Because of the large proportion of total enrollment this 
district represents, the reduction in teacher salaries for New York City 
has a measurable impact on total costs for the state. Political pres- 
sures, however, may be in the direction of adopting pupil-teacher ratios 
and a salary schedule similar to that of New York City, implying that 
the costs estimated in this analysis for New York are considerably under- 
stated. 

Summary of Distribution Alternatives ^ ^ 

The main focus of Part II of this chap^te'r^as been on alternative 
formulas for distributing general purp^^ aid to public schools. Each 
section discusses the impact^of a particular alternative on two forms 



of disparities — differences in the per pupil dollars expended and dif- 
ferences in the local revenue effort among districts within a state. 
Although each alternative is designed to fulfill different objectives, 
this summary v/ill focus on their impact on disparities in per pupil 
expenditures. 

The extent of equalization achieved by each of the general purpose 
aid programs and by the functional aid program for instructional costs 
is shown in Table III -27 A summary of the shifts in average state 
and local revenues by type of district that would occur through the 
application of the various alternatives is presented in Table 111-28..^^ 
The values utilized for purposes of analysis are reasonable illustrations 



•— While the functional aid programs are categorical in nature, instruc- 
tlonal costs are such an overwhelming proportion of the school budget 
that : it is appropriate to include the program here . 



— ^Michigan was chosen for this illustration because it was the only 
moderate aid state for which data ipr e^ch^^Ja^ltj^^^^ive were available. 



but they do not exhaust the possibilities. The basic alternatives could 

be funded at different levels. Also some of the alternatives could be 
considered in combination. 

Full state funding alternatives which, of course, remove all varia- 
tion due to differences in local effort and property wealth, reduce the 
disparities the most. The power equalization alternative, which elimin- 

nates the influence of property wealth differences, appears initially 

; 

as effective in reducing disparities as the full state funding alterna- 
tives. However, an important caveat must be appended to this finding. 
Expenditure levels under power equalization are still influenced by local 
choice regarding tax effort. Shifts in tax effort can be expected since 
the program involves large changes in the educational program for many 
districts. As can be seen in Tables III-27 and III-28, the average 
expenditure level would be substantially reduced, assuming no change 
in current tax rates. Thus, after the anticipated adjustments in local 
tax rates in response to those reductions, the extent of equalization 
under a power equalization plan might change dramatically. 

Matching programs, with the exception of those based upon per 
pupil property wealth, increase the level of disparities. But matching 
based upon fiscal capacity measures related to income would concentrate 
assistance in districts with lower personal income by reducing some 
of the burden of the, property tax. The impact of the several income 
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related measures varies widely. The disparities increase only slightly 
under the per pupil income criterion; they more than double under the 
percentage of poor families criterion. The relative shifts in expendi- 
ture levels among districts are so large under the latter criterion 
that, coupled with the increased disparities, the use of this measure 
as a practical alternative is questionable. 



Functional aid supporting instructional costs also results in in- 
creased disparities. This reflects the use of actual expenditures for 
this purpose as the basis for the aid level. The administration of a 
realistic formula for instructional costs would be so complex that im- 
plementatlon would be discouraged. 

A summary of the costs of each alternative is presented in Table 
III-29. Matching programs will involve approximately an 11 percent in- 



crease in the resources devoted to education from state and local 
sources. The power equalizing alternative will result in a 20 percent 
reduction in the resource level, assuming no adjustments in the exist- 
ing local tax effort. The full state funding alternative will require 
11 to 12 percent more revenues compared to the present state and local 
revenues. However, the shift from state-local funding to state fund- 
ing alone would represent more than 175 percent Increase over present 
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state contributions to education (assuming the personnel unit formula 
for full state funding is utilized) . 
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TABLE I 11-29 

COSTS OF PROGRAMS: GENERAL AID 



ALL SAMPLE DISTRICTS 
MICHIGAN 



(IN MILLIONS) 



CHAPTER IV 
HAWAII 



EXISTING PROGRAM 
(1968-1969) 



State 

$286 



ALTERNATIVES 

PARTIAL STATE FUNDING 
Matching Program 
Per Pupil Property 
Per Pupil Income 
Per Capita Income 
Percentage of Poor Families 



Power Equalizing 



Functional 

Instructional Costs 



FULL STATE FUNDING 
Target Pupil Grant 



Persbnne 1 Unit Formnl^a 



;v-. 






m ^ 




$382 


$401 


$783 


$394 


$401 


$795 


$381 


$401 


$782 


$348 


$401 


$749 


$148 


$401 


$549 



$796 






I. INTRODUCTION 

The method of financing elementary and 
State of Hav/aii is unlike that in any of th 
a fully state-funded school system which do 
Since full state funding has been proposed 
the present systems of financing education 
priate to give attention to how such a fun( 
Since Hawaii's system of financing is 
to the pattern of analysis applied to the < 
this study. Thus, the analysis of Hawaii 
chapter. 

This introduction provides some histo 

ground of Hawaii's education system. Sect 

> , 

method of financing education. Section II 
the nature and the extent of the dispariti 
among the state's seven school administrat 
tax burden by income class for the support 
; is; concerned with the extent to \diich Haws 
i inhibits innovation, flexibility, or othei 
f from local district fiscal autonomy. 






id secondary education in tne 
;he other 49 states. Hawaii has 
loes not rely on local revenues. 

1 as one of the alternatives to 
1 in many states, it is appro- 
ciding system operates in Hawaii, 
s unique, it does not lend itself 
other eight states included in 
is presented here in a separate 



oric and organizational back” 
ition II describes in detail the 
IXI analyses, where data permit, 
:ies in per pupil expenditures 



itive units; and it examines the 
ft of public education. Section IV 
»aii's centralized school system 



er benefits supposedly , stemming 




. .'i 



; The State of Hawaii is comprised of four counties -- Hawaii, Kauai, 

\ ' 

S Maui, and the City-County of Honolulu. Each of these counties has a 

I county council which has the power to levy property taxes for the support 

j of such non-education public services as police and fire protection, 

I 

I recreation, road maintenance, and sanitation. Until 1965, the counties 
It 

were also using local revenues, including the property tax, to fund certain 

I , 

I education expenditures, as will be described in greater detail in subse- 
\ quent pages. 

i ' 

'i \ ■ 

I In the case of schools, the State of Hawaii Jean be viewed as . a single 

I fiscally dependent school district, with seven administratively decentral- 
ized units or districts. These districts have no fiscal powers whatsoever. 
Four of these districts are located in the City-County of Honolulu, on the 
Island of Oahu which, although the smallest in land area among the 
counties, includes over 80% of the total population in the state. The 
districts on the Island of Oahu include the Honolulu, Central, Leeward and 
Windward districts. The Honolulu district, which encompasses the city 
limits of Honolulu, is the largest district in the state. The number of 
pupils (in ADA) in 1968-69 was 47,674. The Central district, with an ADA of 
29,052, Includes most of the military bases and federally connected stu- 
dents. The Leeward district, with an ADA of 25,265, is heavily populated 

by the economically disadvantaged groups of the ifiland's population. 

Windward district, with an ADA of 24,818, is populated mainly by suburban- 
ites and substantial numbers of military personnel, as well as the rural 
disadvantaged along the coast .1/ jr 

1/ Demographic descriptions are derived primakly; from Hawaii State Board of 
Educati^, The Tasks of Public Education in the State of Hawaii; The 
.perceptions of the People.: (1970), and from interviews conducted between 
1970 and 1971 for this study. 
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The entire island of Oahu on which the City-County of Honolulu exists 
can be characterized generally as urban -suburban, although portions of 
the Central, Leeward, and Windward districts are still rural-agricultural 
and in no way different from the communities comprising the other three 
districts. These districts — Maui, Kauai, and Hawaii — are located on 
the "outer-island" or "neighbor-island" counties and are coterminous with 
county boundaries. All three of these districts are rural -agricultural, 
primarily producers of sugar and pineapple. The district of Hawaii, with 
an ADA of 15,750, encompasses the island of Hawaii, the largest island in 
the state. Maui district, with an ADA of 10,250, covers the tri-islands 
(Maui, Molokai, and Lanai). Kauai district, with an ADA of 7,216, and 
covering the islands of Kauai and Niihau, is the smallest school district 
of the seven districts in the state and has the lowest per capita income 
of all the counties. ' 

Hawaii's single centralized school system is administered by the 

■ ' . I ' 

O / 

State Department of Education, headed by an elected State Board.— ‘ The 

State Superintendent is appointed by the State Board. The seven adminis- 

■ 3/ ' 

trative units or school districts— ' each have a district office staffed by 
a district superintendent who reports to the State Superintendent. 

Up until 1964, the Board was appointed by the Governor. A public refer- 
endum that year changed the Board's status to that of an elected board. 

In 1970, an attempt to again change the status of the Board was defeated 
at the polls. 

Some form of regional units with regional superintendents has existed 
at least since 1841. i 



V 









i 
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Historical factors are probably the principal reason why Hawaii has 
such a centralized education systen.. Dnder the Territorial Government, 
not only education, but most governmental functions, including agriculture, 
labor, health and welfare, were centralized, m the transition from 
territorial status to statehood, no significant changes were made in the 
Structure of the Hawaiian government .1/ 

with regard to education, a committee report to the Constitutional 
Convention stated that: 

"The concept of a single, statewide system of public 
schooling is so fundamentally sound, so widely 
acclaimed, and so proven in the light of Hawaiian 
history as to justify the inclusion of the principle 

in the state constitution of Hawaii.” 

II* FINANCING OF EDUCATION IN HAWATT 

M c^cground of Full State Funding . In 1968-69, the state share of 
non-federal.educatlon costs was 95.2%, the local share amounting to only 
4.8%. The distribution of total education revenues for that year was 






C^es:’ilksiat5^; g!gci« 

IRelationshiDs in the State of > S te and Local Government 

iis r ail by tL Publi: I^M^UtrSn- LX 

School Boards and PnhH /^ Education 1 D. , 

Bureau, Report No 4 1961- Kim m-jih ».°v Legislative Reference 

Convention"st„H?!: , "li ?f|; 
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85.1% State, 4.37» local, and 10.6% federal.^/ By 1970-71, the local share 
had declined to 2.9%. As will be seen, the small amount of local revenues 



tution of full state funding. 

However, recently as 1965-66, the state share of total state-local 
revenues was less than 707,, while the counties were contributing slightly 



from the general fund (comprised largely of personal and corporate incoire 

taxes as well as sales and excise taxes), covered all instructional costs 

plus general administrative costs. The counties were responsible for 

7/ 

lion-instructional costs as follows:" 



1. Current Expenses 

Maintenance -- school building and grounds 
Operation of School Plants 
Janitor Salaries 
Other Personal Services 
Janitor Supplies 

Pension and Retirement Contribution 
Workmen's Unemplo 3 nnent Compensation 
Transportation of Pupils 



Estimat e s of School Statistics . 1969-70, Research Report 1969-R15. These 
percentages are based on total revenues and thus Include revenues for 
capital outlay as well as current operations. In Hawaii, federal aid comes 
principally from the impacted areas" aid program, far outweighing revenues 
from ESEA Title I. This ' is in contrast to the other states studied, where 
the Title. I program is the dominant federal program. 

—'National Education Association, Rankings of the States, 1966, Research 
Report 1966 -Rl, p. 44. Elgjht other states, including Delaware and North 
Carolina, ranked ahead of Hawaii in the proportion of' state revenues pro- 
vided for total non-federal education support (including capital outlay) 
that year. 

—^Classifications according to State and Local Government Relationships 
in the State of Hawaii , report prepared for the State of Hawaii by the 
Public Administration Service, 19i^^;. 



is primarily attributable to debt'" obligations incurred prior to the insti- 



more than 30%.^/ At that time, state appropriations for education, made 



1/percentages derived from data given in National Education Association, 




2. Capital Outlay 

Buildings and Improvement 
Land 

Furniture and Equipment 

3. Debt Service 

Interest 
Principal 

These functions had been assigned to the counties under the 
Territorial Government, and the counties retained this responsibility 
in the transition from Territory to Statehood .5/ 

Reliance on the counties to raise the revenues for these non- 
instructional costs resulted in tremendous inequalities in facilities 
and non-lnstructional services among the districts as well as an unequal 
share of the tax burden borne by residents of the various districts. 

Ihe "neighbor islands" were particularly affected because of their llmite 
financial resources, since property values are considerably lower in the 
rural counties than in the City-County of Honolulu,!/ Since the rural 
counties could not appropriate sufficient funds for school construction o; 
maintenance, th ese counties would often appropriate only a portion of the 

bernS\f;r:c««“n:rl93r^“S^^ and counties had 

2/while all counties used the property tax to raise revenues for the 

stat^gSnts-L^aid^t°^*' their general fund revenues came from 

of the recei of the state general excise 
). Only in the case of the City-County of Honolulu did receints from 

tt the’^recelpts 

qnmii f-Vi 4 4 the State grants -in- aid program is relatival 

small, the principal source of county revenue being the pSperty tax 
Interview with Director of Hawaii State Department of TaLtLn. 
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funds needed, and then turn to the legislature for subsidies for construc- 
tion. They still had to rely on their own resources for maintenance and 
repair, however, and many of their schools became terribly rundown. 
Honolulu, on the other hand, with high property wealth, had much better 
facilities and maintenance. But to obtain these benefits, Honolulu had to 
impose higher tax rates since it could not turn to the legislature for the 
subsidies the other counties could obtain. 11/ 



—/interviews with state legislators and school officials conducted during 
1970 and 1971 for this study. The Select Committee of the Hawaii House of 
Representatives in the 1965 Legislative Session stated in a report advo- 
cating state assumption of the responsibility for expenditures previously 
borne by the county governments: 

"Due to appreciable differences in the financial 
position of the several counties, the school building 
maintenance and repair needs are well cared for on one 
island, poorly cared for on another and only fairly 
cared for on the third. In still another county, al- 
though funds are adequate, the county authorities have 
not seen fit to allocate enough for school maintenance 
purposes, Since inadequate maintenance and repair is 
wasteful of capital investments even to the extent of 
eventually necessitating replacement of existing 
structures, it would seem preferable that the respon- 
sibility for maintenance and repair also be vested in 
the Board of Education." 

ii./This was in part due to legislative concern for the poverty of the 
rural counties, but also because, until reapportionment, the legislature 
was largely controlled by the rural counties. 
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In 1965, the Hawaii State legislature passed Act 97. This Act 
provided for state assumption of all education functions formerly provided 
by the county.il/ The Act, not surprisingly, was strongly supported by 
the rural counties. The arguments on behalf of the passage of this Act 
were based on equality of educational opportunity.-^/ Legislators and 
others who supported the Act noted that education was a state function, as 
stipulated in the State Constitution,!^/ and hence should not be delegated 






12/The Act also provided for state takeover of other county functions 

Th^Act administration and operation of district courts. 

The Act provided for an exception as follows: "The counties shall not 

ILT of paying the interest and principarL 

S^n issued for improvements." This accounts for the 

smll percentage of local revenues still reported as being allocated for 

l«gely £r« the Ctty-County o£ Honolulu ilch 
had undertaken considerably more construction prior to 1965 and hence had 
incurred more obligations than the other counties. Despite the fac^thS 

$50 00^00^%^! responsible for construction, Honolulu has 

.$50,000,000 iu local bonds for school construction still outstanding. 

of Hawaii 1„ 1962 recon^ended that 
administration and financial support for school construction and main- 

"thS'^rLaenenfaff'* Stwemment. Ihe report stated that 

^ providing equal educational 

Miui a throughout the state. Further, it will concentrate responsl- 

resDon«?i h-ii K e gover^ent, as opposed to the existing separation of 
responsibility between the state and the counties. Under such a system 
the counties will be relieved of a significant financial burden." ^The * 
report continues: The argument for equalization of educational opportun- 

fSc state fiscal support for operating expenses applies with equal 

force in any consideration of responsibilities for the erection, operation 

thp r The report pointed out th^t 

the Counties of Maui, Hawaii, and Kauai did not have suffLient resources 
to adequately provide for these functions. Similar views were expressed 
infintewiews with Hawaii state legislators and other state and district 

officials, conducted during 1970 and 1971 for this Study. 

U/ ■ • ■ 

"The State, shall provide for the establishment, support and control of 

the^eforn® schools. . .including physical facilities 

therefor. Constitution of the State of Hawaii, Article IX, Section 1 
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to the counties when the result was substantial inequality among areas of 
the state due to differences in wealth among the counties.—'^ 

Allocation of Resources . Hawaii distributes education funds primarily 
on the basis of a personnel classroom unit formula similar to that in 
effect in Delaware and North Carolina, the difference being that in Hawaii, 
localities cannot supplement state funds with local revenues. 

The basic formula for the allocation of teachers is based on enroll- 
ment: 

Kindergairten to Grade 3: One teacher position for each class- 

room unit of 26 pupils. 

Grades 4 to 6: One teacher posj.tion for each class- 

room unit of 27 pupils. 

Grades 7 to 12: One teacher position for each class- 

room unit of 28 pupils. 

Classroom units are smaller in the case of the physically and mentally 
handicapped. It is of interest to note that, unlike all other states 
which differentiate between costs for elementary grades and costs for 
secondary grades; Hawaii provides for a smaller class size in the early 
childhood grades.; thus allocating more money to those students than to 
secondary students. 

15/ Property tax relief was not the stated reason for state assumption of 
the functions formerly provided by the counties. Moreover, interviews 
with officials in the finance departments of several of the counties indi- 
cated that property tax rates did not decrease after Act 97 was Implemented. 
Instead, expenditures for other local functions supported by the county 
general fund (which includes property tax revenues), such as recreation, 
increased. 
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A committee of the district superintendents adjusts the formula to a 



limited extent for program needs, such as programs mandated by the state 
legislature or federal programs. In the case of rural schools with a 
small enrollment, where there might not be enough students at a particular 
grade level to meet the formula entitlement, adjustments in the formula are 
made to ensure at least a "minimum" program. However, the principal mode 
of allocation is based on enrollment and not on any measure of need. li/ 



li/lhe State Department of Education proposed a new resource allocation 
procedure which would consist of a "foundation" program - a basic program 
p.ovided for each school, with additional funds allocated on the basis of 

. See Hawaii State Department of Education, Master 
P lan for Public Education in Hawaii . Honolulu: 1969. Among the criteria 

proposed were the following: 



1. Community Need — as measured by per capita income, 
per pupil assessed valuation, percent AFDC, ethnic mix, 
language and cultural diversity. 

2. Teacher Quality — as measured by high turnover, percent 
probationary, average teacher experience, composite rate 
of professional development. 

3. Student Needs -- as measured by test scores, number of 
merit scholars, drop-out rate, absenteeism, failure 
rate, percent handicapped. 



ais proposal has not been Implemented, but planning and the collection ot 

development of such an allocation process are now underway 
in the State Department of Education. , 



. V. 



Non-teaching positions are also allocated by formula. For example, 
the formula for custodial posii:ions is based on enrollment, as is the 
formula for secretarial positions, while the formula for cafeteria workers 
is based on the nuniber of lunches served. 

Funds for textbooks, equipment, and supplies are also allocated to 
districts on the basis of enrollment. In 1970, the formula was $25 per 
pupil for the elementary grades, $28 per pupil for the intermediate 
grades, and $33 rper pupil at the high school level. 

Thus, by arid large, an effort is made to distribute state education 

17 / 

funds on an equal resource basis per child for inrtructional costs, — 
with the only differentiation being made for grads level rather than any 
other measure of need. This is true for some non- instructional costs as 
well. However, items such as transportation would not be provided on an 
equal basis per pupil. The federal government is looked to as the source 
of additional funds for the educationally disadvantaged. 

III. DISPARITY ANALYSIS 

Where data were available for 1968-69, and amenable to analysis in the 
same format as data from other states in this study (see (Hiapter K a 
similar analysis was undertaken for the State of Hawaii. This section 
discusses the results of that analysis. 

iZ/lhe method of resource allocation does not result in equal dollars per 
child, since the amount of funds allocated per teacher position depends 
upon the education and experience level of the particular teacher who 
fills that position. 




A. Expenditure Differentials 

In examining current operating expenditures for the State of Hawaii, 
it is found that differences among the districts in total per pupil spending 
do occur. The range in disparities, however, is considerably lower than 
in the other states in this study. Moreover, the distributional pattern 
in this state is the reverse of that found in other states: in Hawaii, 

the urban school districts have lower per pupil expenditures than the rural 
school districts. 

In a further reversal of the typical pattern, the principal factor 
contributing to these disparities is the difference in non- instructional 
costs among the school districts, although instructional costs do have a 
slight impact on the disparities. Table lV-1 provides a more complete 

picture of the distribution by district of expenditures for various func- 
tion. 

^^Total Current Operating Expenditures 



Total per pupil current operating expenditures in Hawaii averaged 
$601. statewide in 1968-69. In the urban districts,!^/ the amount is $588, 

M/lhe^four districts in the City-County of Honolulu — Honolulu, Central, 
Leeward, and Windward— have been designated as "urban" school districts 
for purposes of comparison with the predotainantly rural districts of Maui 
^uat, and Hawaii located on the outer islands. But at least some districts 
City-County of Honolulu have characteristics which make them more 
categorize than districts in ithe other eight states in this 
l ^ ^ example. Leeward includes the wealthy suburbs of Waipahu and 

Pearl City as well as the very rural area along the Waianae Coast. The 
Windward School District includes both Kailua, a community with a median 
of approximately $8,000 in 1966 and a population of over 
50,000, and Waimanalo, a low income area (formerly a sugar plantation) with 
a population between 5,000 and 6,000. However, each of the four school 
districts includes a jurisdiction with lO^OOO or more population — 

corresponding to the study definition of smaller cities. 
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HAWAII 


- EXPENDITURES BY FUNCTION 








Honolulu 


All Urban 
Districts 


Balance 
of State 
(Rural 
Districts 


Percent Urban 
Districts of 
Rural Districts 


statewide 

Avera^ie 




Instructional 




■ 1 










Principals & 
Supervisors 


$ 24 


$ 23 


$ 32 


71.9% 


$ 25 




Teachers 


377 


346 


371 


93.3 


350 




Other Instruc- 
tional Personnel 


26 


25 


28 


89.3 


26 




Other Instruc- 
3 tional Expenditure 

1 — Supplies, Text- 

1 books 


40 


46 


50 


92.0 


47 


;; /X,: ■ 1 


1 Total Instruc- 

1 tional Expenditure 


467 


440 


481 


91.5 


.448 




j Non-Instructional 














Administration 

f; 


13 


10 


27 


37.0 


14 




Tr ansp or t a t ion 

■ < ( ‘ 


7 


7 


24 


29.2 


10 




Plant Operation 


29 


26 


35 


74.3 


28 


■ 


Plant Maintenance 


42 


43 


52 


82.7 


45 




other Non-Ins truc- 
tional.:;^^ 




62 


83 


74.7 


^ ' ; ^6 ■ ■ 


;;J|i|i 


Cafeteria & 
Other Workers 


54 


^8 ■ 




70.6 


52 


• ■ '•■ .'T' v‘ ' ; ■' 


Attendance, & 
Health Services 


17 




• , yy . /! . \ 


93.3 


14 


■ -.:v- •• V' 


Total Non-Ins ttuc. 
tional 


162 


148 


,7- 221 


"'■'i- ■ "■ ‘ .. . ■ 

67.0 


163 




:: V J COE* , 


/' $629 


$588 


■' yV'Z,$702V-: 


83.8% y 


$611 




. ■ . . ' • . y:, ;/// • . y ; ■ 

*Excludes fixed, costs. 
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significantly lower than expenditures of $702 per pupil In the three 
predominantly rural distriots. However, when the Honolulu 

School District Is viewed apart from the other three "urban" school 
districts, Its $629 per pupil expenditures are considerably higher than 
the urban average 

The range In expenditures among the three rural districts Is rela> 
tlvely small, from $650 per pupil In Kauai to $725 per pupil In Hawaii. 

The average per pupil expenditures of $611 (excluding fixed costs) 

In Hawaii are lower than those of any other state In this study except for 
North Carolina, which spends $532 per pupil (when teacher benefits paid 
by the state are excluded) . 

2. Instructional Expenditures 

Total instructional expenditures tor the state are $448 per pupil, 
considerably below the dollar amounts spent by other states Included in 
this study, again with the exception of North Carolina. But considered as 
a percent of all current costs of education. Instructional expenditures In 
Hawaii account for 73.3 percent of the total operating budget, somewhat 
above the average of other states In the sample. 

Expenditures for Instruction do not vary sharply between the urban 
districts and the outer Islands. The lowest teacher expenditures, $313 
per pupil, are In the Leeward District, while Honolulu ($377) and the 
rural district of Hawaii ($379) spend the most on teachers. Total 



i2/The coefficient of variation Is a relatively low .12. 
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Instructional expenditures are highest in the rural district of Hawaii 
($725). 

Teachers account for 59.9 percent of all expenditures In Honolulu 
and 56.8 percent in all four urban districts, bixt only 52.8 percent in 
rural areas since total expenditures are higher in rural districts. 

3. Non-Instructlonal Expenditures 

Total non-lnstructlonal expenditures average $163 per pupil, which 
is practically Identical to the average per pupil expenditures for non** 
Instructional Items In the other states analyzed. However, there are 
considerable Intra-state differences: Leeward (one of the urban districts) 

spends only $135 per pupil for non-lnstructlonal Items, while Hawaii (rural) 
spends $235. The major expenditure items are transportation, which range 
from $7 in Honolulu (urban) to $33 in Maul (rural); administration, 

A M/ 

ranging from $8 in the Central district (urban) to $32 in Kauai (rural) 
and plant operation, which costs $23 per pupil in Leeward but $58 in 
Hawaii. The substantially higher non-lnstructlonal expenditures for every 
function in the outlying districts are the primary factor in the $114 
difference between urban and rural districts. 

Fixed costs average $76 per pupil statewide (including public 
library employees), but data for this Item cannot be allocated among the 
districts. 



W/ Administrative costs are substantially higher in rural areas due partly 
to diseconomies of scale and the state salary schedule. Although one 
school district may have close to 40,000 students and another only 7,000, 
their superintendents each get the same salary under a centralized system. 
This Is not true on the Mainland where rural superintendents are likely 
to be paid considerably below what their counterparts in the cities of 
the same state are paid. 
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B. Teacher Characteristics 






Average years of experience for teachers as shown in Table IV-2, in 
the State of Hawaii, is about 7.3 years. There is a sharp difference in 
years of experience between Honolulu, 10.4 years, which is typical of 
central cities in the other states studied, and the balance of the state, 
where average experience is under 8 years, below the average of other 
states in this study. Leeward has the lowest average teacher experience 
— 4.7 years. This is the major cause for the $60 difference in teacher 
expenditures between .these two districts. Next to Honolulu, the island 
of Hawaii has the highest proportion of teachers with experience, 8.2 



years • -- 

With the exception of Honolulu, where 24.1 percent of the teachers 
have advanced degrees, the percentage of teachers holding such degrees is 
low. In Leeward, with the lowest number of experienced teachers, only 
2.8 percent of the teachers have advanced degrees. There is a hi^ corre- 
lation in this state between years of experience and advanced degrees. 

Hawaii's 1968-69 salary schedule provided $4,834 for a B.A. with no 
experience while the maximum salary for a B.A. was $8,684. Teachers with 
advanced degrees start at $5,877 and may attain a maximum salary of 
$10,556. The starting salaries for a B.A. degree are lower in Hawaii than 
in any other state in this study. North Carolina, the next lowest, has an 
average starting salary for a B.A. of $5,518. This figure includes the 






c 
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~ The rural districts have always had a higli teacher turnover rate as 
have the more rural parts of urban districts such as Leeward. Most 
teachers serve their probationary two years in the rural areas, and then 
transfer out to the cities. However, according to many school 
^ legislators who were interviewed for this study, the problem 

weren't.for equalization of teacher Llaries 
through the statewide salary schedule,.* . 
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TABLE IV - 2 

HAWAII — STUDENT AND TEACHER CHARACTERISTICS 





Honolulu 


Urban 
Areas Per 
District 


Balance of 
State 

Per District 


Statewide 

Average 


STUDENT 

CHARACTERISTICS 










Average ADA 
Title 1 Participants 
Reading Test Scores 


47,647 

4,199 

58.0 


31,696 

2,132 

55.1 


11,072 

5,810 

55.7 


22,856 

2,896 

55.3* 


TEACHER 

CHARACTERISTICS 










% Teacher with 
Advanced Degrees 


24.1 


12.4 


11.1 


12.1 


Average Years Exper- 
ience of Teachers 


10.4 


7.2 


7.7 


7.3 


Average Teacher 
Salary 


$8,138 


A. 

$7,721 


$7,721 


$7,721 


Pupil-Teacher Ratios 


21.6 


22.4 


20.8 


22.0 




^Approximate 
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i local supplements to the state schedule. 

I Average teacher salaries in Hawaii during 1968-1969 were about 

$7,721, lower than in any other states studied with the exception of 
North Carolina, where the average for 1968-69 is $7,115. Hawaii's 
salaries for 1968-1969 appear especially low because the cost of living 

I is much higher in Hawaii than in the other states in this study.— ^ The 

I 

> highest average salaries, $8,138, are in Honolulu, due to the high 
average experience levels of teachers in that district compared to other 
districts. The lowest average teacher salaries are in Leeward -- $7,091, 
reflecting the lower experience levels and low percentage of advanced 
degrees in that district. Average salaries for the urban areas are approxl- 
®ately the same as in the rural areas, however. 

The average pupil-teacher ratio in the State of Hawaii is 22.0, 
which does not differ sharply from that of other states. There is little 
variation in pupil-teacher ratios among the seven districts. However, 
the direction of this variation is a reversal from most states: urban 

areas have higher ratios (more pupils for each teacher) than rural areas. 
Three urban districts have the following ratios: Central, 24.0 to one; 

Leeward, 22.6 to one; and Honolulu, 21.6 to one. The outer rural islands 
with the lowest ratios are Maui, 21 pupils per teacher and Hawaii, 20.3 
pupils per teacher. This appears to indicate a deliberate attempt to 
provide the rural districts with more teachers since total expenditures 
for teachers are also higher in these districts. 



I salaries were increased substantially in 1969-70, with- the 

I average salary increase being over 20 percent. 

''' 248 
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C. student Characteristics 

Hawaii docs not participate In the raclal/ethnlc survey undertaken 
by the Department of Health, Education and Welfare, so that there are 
no available data on raclal/ethnlc pupil distribution. A study undertaken 
by the Hawaii State Board of Education^/ Indicates that the total popula- 
tion In the three rural school districts Is comprised largely of Japanese, 
Filipino, part-Hawallan racial groups with only 16 percent of the popula- 
tion of those districts being Caucasian. In contrast, the City-County of 
Honolulu (comprised of the four urban districts) has a Caucasian popula- 
tion of 26 percent. 

Students who are reclx^lents of federal ESEA Title I funds are con- 
centrated In the Honolulu district, where they comprise 8.8 percent of 
total ADA. The second highest Title I student concentration Is on the 
island of Hawaii, where these students comprise 7.5 percent of the total. 

In the Windward district, 5.9 percent of the students are recipients of 
Title I aid. 

District reading achievement scores are the highest In Honolulu and 
the lowest In the Leeward district (both urban districts -- although 
Leeward Includes within Its borders a large rural area with a disadvantaged 
population). However, there Is essentially no difference In reading scores 
between urban and rural districts, and little variation among all districts. 
There Is a positive correlation between Instructional expenditures and 
reading scores,~^ but this relationship Is heavily Influenced by the 



—^Hawaii State Board of Education, The Tasks of Public Education In the 
State of Hawaii; the Perceptions of the People . 1970. 

V ■ .41. 
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large enrollment in the Honolulu school district, which has both high 
expenditures and high test scores. 



Non-public school enrollment in Hawaii is above the national average, 
comprising 19.3 percent of the total pupil population. This non-public 
school enrollment is concentrated in Honolulu, where it constitutes 
43.7 percent of all enrollment in that district. Of all non- public school 
students in the State of Hawaii, 68.6 percent are in Honolulu. In the 
other urban districts, non-public school enrollment ranges from 8.2 percent 

j in the Central district to 11 percent in Vfindward. Non-public school 

* 

enrollment in all four urban districts is 21.5 percent of the total enroll- 
ment. In the rural areas, non-public school enrollment ranges from 

7.8 percent in Hawaii to 15.7 percent in Maui. Student characteristics 
are given in Table IV-2. 

D. Per Capita and Per Pupil Income 

Per capita and per pupil income are calculated for the County of 
I Honolulu (the data do not permit a breakdown of its four urban districts) 
and for each of the three rural districts. The following table compares 
the figures for these two measures by county: 



County 


Per Capita Income 


Per Pupil Income 


Honolulu 


$2,669 


$10,482 


Hawaii 


2,147 


8,154 


Maul 


2,183 


9,967 


Kauai 


1,877 


8,154 


STATE AVERAGE 


2,596 


10,150 









Cl 
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The State of Hawaii's average per capita income of $2,596 is about 
the same as in the states of Washington and Michigan, and considerably 
above that of New Hampshire and North Carolina.-^^ Despite relatively 
high per capita income, however, and the highest cost of living of any 
area in the nation,~/ teacher salaries are among the lowest. The cost of 
living in Hawaii is higher than in states with comparable per capita Income, 
Implying a slightly lower standard of living than in states such as Cali- 
fornia. Per capita income follows the same pattern as per pupil Income, 
with the County of Honolulu having the highest income and rural areas the 
lowest Income regardless of which fiscal measure is used. This urban- 
rural relationship parallels other states examined in this study. 

E. State Taxes for Education 

As noted previously, Hawaii is the only state in the nation which 
depends exclusively on state and federal funds to support elementary and 
secondary education. The total burden on taxpayers for education is thus 
determined by the state tax structure. The state's general fund is 
derived primarily from three sources of revenue — a progressive personal 
income tax, a corporate tax, and broad-based sales and exise taxes — 
which Include utilities, tobacco, and alcohol. 

Approximately 45.1 percent of the state's general fund revenues are 
allocated for elementary and secondary education — the highest percentage 
of ai^ state studied. 

^Hawaii ranks 12th highest among the states in per capita Income 
According to the DepArtment of Commerce* * 

budget for a family of four for Honolulu in 1967 is estimated 
at 910,902, compared to an urban national average of $9,076. This is the 
highest of any large city in the niition;. 251. 
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The burden of the overall state tax structure is essentially propor- 
tional. In urban areas, low Income households earning between $2,000 
and $2,999 pny 3,7 percent of their income for education. Moderate income 
households ($7,500 to $7,999) pay about 3.5 percent and the $15,000 and 
4iour.chold income group pays 3.9 percent. 

In rural areas, low income households pay about the same proportion 

I of their incomes for education as their counterparts in urban areas -- 
3.7 percent. Moderate Income households pay about 3.4 percent and the 
I hipest income group pays the largest percentage. 

i In comparison to other states, Hawaii has the hlgjhest average state 

I taxes for education, 3.9 percent,, compared to 2.5 percent in the State of 
f Washington. It does not, however, have the highest total taxes. The two 

j 

i states with the hlgihest total tax burden for education are New York, at 
I 5.4 percent, and North Carolina, the state with the lowest per capita 
j income in the study, at 4.4 percent. 

I 

I IV. LOCAL AUTONCMY IN A CENTRALIZED SYSTEM 

Arguments against full state funding have focused on the loss of 
local control that presumably would result from moving to such a system 
I for financing education. Local control is said to be Important in that 
it permits the adaptation of education programs to meet the changing needs 
of a particular community and allows and encourages experimentation and 
innovation in educatlon..^^ In an effort to deteiTiilne the effect of a 



— ^Chapter V discusses a 1967 study wlilch indicates that the rate of 
adoption of innovative educational practices is quite hl^ in the state 
of Hawaii when compared with other states. 
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fiscally centralized education system on the flexibility of district sup- 
erintendents or of Individual principals, an extensive series of Interviews 
of state legislators, state education department officials, district 
superintendents and their staffs, principals, teachers, officials of 
teachers' organizations, PTA representatives, nnd private Individuals was 
undertaken In Hawaii. 

Based on these Interviews, the general conclusion Is that district 
superintendents or school principals appear able to exercise some measure 
of autonomy. While the state maintains fiscal centrality. It appears to 
decentralize some authority In non-flscal matters, and the trend seems to 
be toward an Increase of this kind of decentralization. However, the 
state legislature takes an active role In education and has enacted several 
special educational programs for Implementation throughout the school 
system. 

The specific aspects of local autonomy looked at In this study are 
staffing — the hiring and placement of teachers; budget; curriculum; and 
finally, the role of the legislature. 

A. Staffing 

As noted In previous sections, teacher positions are allocated to 
districts by a formula based largely on enrollment, not unlike the system 
In existence In Delaware and North Carolina.^/ There Is some flexibility 
on the part of the district superintendent, however. In termis of how he 

Hawaii, the legislature sets a celling on the number of teacher 
positions, but leaves decisions as to the allocation formula to the 
State Department of Education. In contrast. In Delaware, the allocation 
formula is legislatively enacted. 
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allocates these positions among the schools within his district. More- 
over, Individual principals have some choice as to how to utilize the posi- 
tions allocated to them. For example, a principal could decide to hire 
three part-time teachers of native languages instead of one full-time 
teacher. In fact, except in the case of positions to carry out specific 
programs mandated by the legislature, such as those for special education 
and vocational-technical training, the districts and schools can fill the 
slots assigned to them with whatever kinds of teachers they choose. 

This degree of autonomy exists even though the hiring and placement 
of teachers Is a state level responsibility. District offices and indivi- 
dual principals are taking an Increasingly active role in the process and 
exercise their prerogatives in various ways. In some cases, members of 
the district staff go to the Mainland to recruit teachers. Principals 
can select teachers from a district or a state pool based up^n Interviews, 
or they can provide a list of desired qualifications and get district help 
in seeking candidates with these specifications. 

B. Budget 

The state education budget is worked out to meet program needs, but 
the funds are then allotted on the basis of enrollment. Funds for teacher 
positions are allocated by the state to the districts on a classroom unit 
basis. Funds for Instructional supplies, equipment and texts are allocated 
to districts and to schools primarily on a per pupil basis. 

The budget process begins at the local level. The Individual schools 
submit their budgets by program areas to the district office. The district 
superintendents prepare their budgets on the basis of the principalt' sub- 
missions. These, in turn, are consolidated into the State Department of 
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Education budget, which is then incorporated into the governor's budget, 
and sent to the legislature. 

Once funds are appropriated, the system works in reverse. The 
governor allocates funds to the state departments (including education); 
these are suballocated to the district; and the district superintendent 
allocates a lump sum to each principal, based on the principal's defined 
program approaches plus his previous year's expenditures. 

\lhen the principal receives his school's allocation, he can treat the 
total amount as a lump sum budget, and shift funds among various items as 
he sees fit. For instance, in the case of funds allotted for new texts, 
the principal might decide to forego their purchase for a year and put all 
of the funds designated for texts into audio-visual equipment. The prin- 
cipal also has the freedom to deteirmine, within the limits of the total 
amount provided him, how much should be allocated to English, to industrial 
arts, and so forth. 

The State Department of Education is trying to encourage districts 
to move away from allocating funds to schools on a pupil or classroom 
unit basis, and to base allocations on programs Instead. But the states 
as pointed out, gives each district a lump sum allocation, and it is up 
to the separa^/e districts to decide how to allocate the funds to the 
individual schools. 

i 

District superintendents have discretion to hold In reserve a certain 

I 

percentage of their total allotment and need not allocate all of their I 

I 

funds to the individual schools. Most districts keep about 5 percent of 
the total allotment aside for contingency purposes. Some districts reserve 
as much as 10 percent of their total allotment, others as low as one per- 
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cent. (Teacher positions similarly can bo held in reserve and need not 
all bo allocated at the school level.) 

C. Curriculum 

Individual schools can deviate from the general course of study set 
out by the State Department of Education, and apparently they have. 
According to one legislator, a survey of the state in 1968 revealed 

that there were 300 pilot or innovative programs underway in the state's 
216 schools. 

Ihe State Department of Education issues a textbook list from which 
texts are to be selected. No single textbook is required for a course, 
but a range of alternatives is provided — generally aix or eight recom* 
mendations for each course area.^^ it is possible to apply for a book 
not on the list, however. 

State guidelines for courses of study apparently are fairly general. 
There are only a few state-mandated programs. A substantial number of 
principals interviewed indicated that there was no problem in initiating 
programs or in adapting programs to the needs of their community and school. 
The Department does require principals to justify why they want to use 



textbooks not on the recommended list or courses of sttidy not within the 
• prescribed course guidelines, but the principals do not feel that these 
are onerous requirements. 



29/ 

— This is not utdque to Hawaii or necessarily a function of its fis- 
cally centralised system. Chapter V examines this aspect of control in 
ten. states, finding that California, Kansas, Delaware, and North Carolina 
I all exercise some state level control over local district textbook 
selection. 
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D. Role of the Legislature 

There is close involvement of the legislature in education affairs 
in Hawaii. This is partly due to the fact that Hawaii is a sparsely 
populated state, so that its legislators tend to have close personal and 
political relationships with the people and their local problems; and it 
is partly due to the fact that this state legislature has always had an 
intense interest in education. A number of those interviewed did feel 
that the Isgiolature was too involved in the education system, noting 
that educational programs often originated in the legislature rather than 
being developed by the Department oc Education , One estimate, by a member 
of the Hawaii Senate Education Committee, was that 85 percent of the new 
educational programs were initiated in the legislature as opposed to the 
Department of Education. At the same time, mat^ new programs were initiated 
neither at the level of the State Department nor the legislature, but at 
the district or, the mote usual case, at the school level. 

Curriculum requirements are not mandated by the legislature as in 
California and Hew York. The legislature has, however, become intensely 
involved in three or four particular programs. One is the Three*^on*'TwD 
Program,^^ which sets up an "armngement of three teachers fet two class'^ 
rooms" for grades R to 3, to provide the opportunity for team teaching and 

Others include the Hawaii English Project to revise the teaching of 
English in the early grades, and the Cosq^rehensive School Alienation 
Program for potential dropouts. 
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individualized instruction in an ungraded structure.!!/ Teacher positions 
for this program are allocated on top of the regular allocation formula to 



each district. There is no district or local flexibility with these posi- 
I tlons as there is with the regular teacher positions. 

j The legislature’s lump sum appropriation for the State Department of 
I Education, described in connection with the budget, was initiated in 1966. 
I Because the legislature places sufficient restraints and specifies the 
education program in some detail, however, it is a lump sum budget in name 
only. Yet, It does provide the State Department of Education with more 
: flexibility than a line item budget would. 

Advantages and Disadvantages of the System 
The advantages and disadvantages of Hawaii’s fiscally centralized 
system, as seen by its participants, are as follows: 



1. Advantages 

a. Corammities which grow rapidly are not penalized for their 

additional building needs as cempared with more stable commmlties. 

i 

b. Hew approaches such as an ungraded school or a new course of 
study can be initiated at the district or at the school le^el. 



c. Rural superintendents and principals have access to new pro* 
grams, curriculum specialists, research staff, in*aervice training and 
other aids on an equal basis with urban educators. 

d. Federal resources can be concentrated at the state level on a 
few priority projects rather than being dissipated into mat^r small projeett 
that make only minor improvements, if any. There is thus a chance to de* 
velop a much more coherent spending approach and to insure that the projc.ci 

31/ 

1968 Hawaii State Legislature, Conference Report Ho. 3. 
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is of sufficient size, scope, and quality as to promise some results. 

e. Poor, rural areas are not disadvantaged in terms of teachers, 
equipment, and facilities. 

f. Local and district educators can focus more attention on 
education program rather than having to worry about bond issues and tax 
levy elections. 

2. Disadvantages 

a. Initiatives for new and innovative programs have to come 
primarily from the individual school level where there is inadequate 
staffing or time to develop improved approaches. 

b. There are rigidities in new programs im, *emented by the state. 

c. There are some conqilnints of difficulties in communication 
between line people and staff people. 

d. An over*dependency by school staff and district staff on the 
State Department of Education tends to reduce the development of their 
own capabilities for shaping local school programs to the needs of their 
particular comunities. 

e. The strong role played by the legislature has resulted in 
a somewhat weak and politically oriented State Board and Department of 
Education. 

In sum, the general feeling conveyed among almost all who were 
interviewed is that there is enou^ flexibility under the centralized 
system to insure that programs may be adapted to the needs of s particular 
community. The State Department of Education and the legislature set a 
broad framework for educational policy, and the seven district superin* 

259 
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tendencs, each with his separate staff, have the authority and freedoir to 
axperiitent und innovate within that broad franework. Whether these powers 
are exercised frequently or effectively is another question beyond the 
scope of this analysis of the fraoet^ork. 

It is difficult to draw conclusions about the applicability of the 
Hawaii system to other states. A brief study of Hawaii does not permit 
one to judge the potential impact of full state funding on, for instance, 
the State of California. An examination of the system as it operates in 
Hawaii reveals the importance of the historic setting — a tradition of 
i ®®**i*^®lization in all aspects of government with local government generally 
not as significant a factor as in most other states. Also, because of 
I Hawaii's small and largely rural population, it cannot be compared to 
j states such as New York, Michigan or California. Hawaii's unique ethnic 
backgrotmd and the intense interest in education further tialco it difficult 
to find parallels on the Mainland; these factors, leading to uniquely 
close political relationships, makes the State Department of Education 
more like a city school administration. Ihus, the analogy in some respects 
I is closer to a single large school district with decentralized regions 
than to a state with separate school districts. Macy of the problems 
mentioned ** difficulty in communications with headquarters, and the delays 
in having to go through more than one agency — are problems typically 
referred to in studies of big city school districts in maty states. 

If positive assertions about the applicability of Hawaii's system 
must be cautious and tentative, at least one may say that Hawaii's exper* 
fence does not seem to support the fears and arguments that have long been 
cited in opposition to full state funding. What may be some limitations 
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outwei^edf at least in the view of 
[>aritles in per pupil spending among 
surces being nearly equal or distri- 
Bed — i.e., the low income, rural 
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CHAPTER V 



LOCAL AUTONOMY 



DUR 
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A conaaon assumption in studies of education finance is that increased 
state funding inevitably involves increased state control over local edu- 
cation.^ This belief has often been expressed by academics, educators, 
legislators, and lay citiaens in discussions concerning possible changes 
in present school finance systems. It is frequently used as a major argu- 
ment to oppose greater state f^nclal contributions to local school dis- 
tricts. This has been a potent debating point because local control over 
educational curriculum, personnel, budget, and a variety of school-related 
issues is widely regarded by Americans as an essential factor in maintain- 
ing excellence in education. 

The proponents of local control assert that it stimulates and sus- 
tains the interest of the parents and the local community in the education 
of their children. Further, it permits and encourages the adaptation of 



1/For the past two decades, writers in the area 

"eenerally assumed that an Increase in the proportion of state aid for edu 
Ltlon relative to local aid would bring about an 
of state control over education. See e.g., Burkhead, 

Fitianee* Economics and Politics, Syracuse, 1964; Koemer, Who Contro . l a 
African Education? BostOTTi:968. Burke, FinancinR ^chools^n , th e 

United States, New York, 1951 and Holmstedt, ’Tiscal Controls, in 
blems and Issues in Public School Finance , Johns and eds. , N^ 

York, 1952, seem to indicate that, in theory, increasing levels of state 
funding need not necessarily mean an increase «ta^® 

however, that in practice, hi|^ levels of state funding did correspond with 
a high degree of state control. ‘ nnn 
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educacional programs to meet the changing needs of a particular community. 
Local control is also thought to be a necessary condition for experimenta- 
tion and innovation in education. Increased state financial contributions 
to financially desperate local districts are supposed to signal the end of 
local control and the establishment of uniform, state-side regulations 
concerning education. It is important, therefore, to examine the validity 
of the axiom in American education. This was done by undertaking a brief 
review of eleven dimensions of possible state control over local education 
decisions in ten states.^ The following dimensions (grouped into five 
major types) were examined: 

Type 1* Curricular requirements 

1. Textbook Controls 

2. Course Requirements 

Type 11. Budgetary and taxing restrictions 

3. Budget Controls 

4. lax Limitations 

5. Bonded Indebtedness 

3ype III. State regulation of federal programs 

6. Title 1 Regulations 

Type IV. Regulations affecting personnel 

7. Salary Regulations 



IL 

Except for this study, little empirical work has been done to demonstrate 
the existence of any relationship between level of state funding and the 
degree of state control over local school districts. One of the few such 
studies, based on 1950 data, examinee eleven mid-western states and found 
no consistent pattern between the anx)unt of support provided by the state 
and the degree of state-imposed controls. This work is limited, however, no 
only because data on which it is based is now more than twenty years old, 
but also because the researchers looked only at the number of controls rathei 
than at their reUtxve degree of, restriction, John S:’ Poplk^s and George E. 

Watson, School Finance and Local Rlannine . Chicago, 1957.- 
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8. Teacher Certification 

9 . Teacher Tenure 

10. Collect^^'e Bargaining 
Type V. Jurisdictional boundaries 

11* District Formation, Annexation, and Consolidation 
State laws and regulations concerning each of the dimensions were 
compared and scaled according to the degree of restriction (strong, mod- 
erate, or weak) they placed on local districts. Each dimension was 

weighted equally in the final computation of a state-wide ’’restriction 
3/ 

score. The following ten states were included in the analysis because 
they represent different levels of state funding: California, Colorado, 

Delaware, Kansas, Michigan, New Hampshire, New York, North Carolina, South 
Dakota, and Washington. They were divided into high, moderate, and low 
categories, according to their percentage of state funding relative to 



37 

Given the different concerns of local districts for control over 
curriculum, teachers, or financial arrangements, it was decided that 
giving more weight to one type of restriction over another would not 
accurately reflect the value various districts Slight* place on relief 
from such controls. Instead, the weighting would represent the subjective 
judgments of the researchers. Moreover, when individual restrictions 
weighted differentially, no significant differences in relative 
degree of restriction were found. The states remained in essentially 
the same rank order in terms of restrictions placed upon local district 
decision-making. 
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total state-local expenditures for education In the state. 

The preliminary nature of this study did not permit evaluation of the 
actual Implementation of the legislative and regulatory controls over local 
education decisions In the ten states. Nevertheless, several significant 
findings based on a review of the legislation and regulations In these 
states, emerge from the analysis: 

1. State statutes and regulations sharply limit the 
degree of local board autonooy — although this 
varies widely between states and within the eleven 
dimensions surveyed -- In the majority of states 
examined. 5/ 



y 


STATE AID AS FRDPOETION OF TOTAL 


STATES 


STATE-LXAL FUNDING 


State Aid 


1969-70 


North Carolina 


79.5% 


Delaware 


76.4 


-Washington 


62.5 


Moderate State Aid 


New York 


47.1 


Michigan 


46.9 


California 


36.9 


Low State Aid 


Kansas 


28.1 


Colorado 


27.1 


South Dakota 


15.3 


Hew Hampshire 


8.9 



Source: State share of non-federal education revenues derived from data 

In National Education Association, Research Division, Estimates of School 
Statistics . 1970. — 

The autoors of this report wish to emphasize the preliminary nature of 
this finding, which is based solely on the enactment of statutes and the 
formal adoption of regulations and not cn their enforcement. 
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2. There is little direct relationship between the 
percentage of state aid provided and the degree 
of state restrictions on the operation of local 
school boards. 

These findings challenge the belief that increased state funding 
inevitabl brings increased state controls. While state restrictions in 
some dimensions, such as budget controls, may Increase as the state per- 
centage of funding for local education increases, there is no uniform pat- 
tern which can be identified across the dimensions studied. Section It oC 
this chapter presents an analysis of each dimension, providing examples of 
the range of varieties of restrictions within the ten-state sample. 

In addition to this analysis of the laws and regulations affecting 
local autononor, an attetspt vas made to discover possible relationships be- 
tween innovation and percentage of state funding of education. This was 
done by examining data concerning the incidence of locally-adopted innova- 
tions in 7,237 high schools in 50 states. The resulting analysis, presented 
in Section 111, suggests soma alternative hypotheses to explain the degree 
of state restriction in states with varying percentages of state funding. 
These h3rpotbeses are summarised in Section IV. 

a kalysis of state edocatton laws AWD 

REGULATIONS IMPACTIIK? ON LOCAL DISTRICTS 

This section briefly examines each of the eleven aspects of state 
restrictions on the autonoitQr of local school boards selected for study. 
Sources of the state laws and regulations utilised in this study are 
listed at the end of this chapter. 

Type I. Curricular Requirements 
1, Textbook Controls 

Each of the ten states studied delegates power to a statewide 
^body, usually a state bord of education, to outline a course of study for 

266 



250 



patt of this broad po'^er, sorae states have 
tate selection or screening of textbooks 
North Carolina, California, and Kansas all 
he choice of textbooks by local districts, 
across states, no consistent relationship 
f state funds for education and the existing 
he flexibility of local school districts In 
ould be discerned. For example, the two most 
textbook requirements Imposed at the state 
gh state aid state, and Kansas, a low state 



nents 



Lai area of possible state control involves 
ses or the teaching of certain subjects. All 
courses, usually those on state and American 
itly,»on alcohol and narcotics. These re- 
the usual requirements of English, mathe** 
Eound at all levels of primary and secondary 



note, however, that these general course 



observable relationship to the percentage 

itlon. New York's requirements in the area 

mslve of any of the states studied; 

‘glslature requires that the subjects of high- 
imane treatment of animals, alcoholism and nar- 
’tlzenshlp — including the state and federal 
ill students. The first eight grades must In- 
reading, spelling, English, geography, U.S. 
ate, civics, l^glene, physical education, 

:h regulations promulgated by the State Com- 
ithorlzetlon, the high school curriculum must 
; English, three units of social studies (in- 
-St"’*^ one unit of science which must be 
i <«ch of health and physical education 
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: the ntunber of mandatory courses specified by the legislature is also quite 
high in California. (California is the only state of those studied that 
requires the establishment of a kindergarten program in every district with 
an elementary school or schools.) Yet both of these states provide a 
moderate level of state aid. Washington and Delaware, on the other hand, 
both high state aid states, have relatively few mandatory courses. 

i 

Type II. Budgetary and Taxing Restrictions 
3. Budget Controls 

As might be expected, since the issue becomes that of 



I concern over how local units spend state money, there is a more direct 
p relationship between the level of state aid and budget controls than was 

V"' 

^ found inmost of the other aspects examined. Nevertheless, 

i 5 this relationship is not totally consistent. Both Kansas and California, 
jlow and moderate aid states respectively, exercise a relatively high de- 
I gree of state control over budgetary procedures. 

State-imposed requirements in this area are far more diverse than in 
matters of curriculum. Among the factors examined were specification of 
the permissible ratio between the amounts in each of the major line items 
in the school district budget, total expenditure limitations, and budget- 
ary controls retained by higher levels of government -- such as counties, 
[which are arms of the state. Delaware, North Carolina (both high state 
aid states), California (a moderage state aid state), and Colorado and 
'Kansas (low state aid states) appear to be the most restrictive in terms 
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of local budgetary discretion.^^ New Hampshire and South Dakota are the 
least restrictive in this area. 

An interesting aspect of state-imposed budget controls is the vary- 
ing treatment by some states of school districts of different size. Wash 
ington places more restrictions on small school districts (under 10,000 
population) than it does on larger ones, while New York imposes more re- 
strictions on New York City than on any other school district in the state, 
the reverse of the Washington pattern. In the State of Washington, for 
example, the smaller school districts are required to submit their budgets 
to the intermediate (now county-level) school district superintendent and 
a budgetary review committee for review and approval. This committee can 
alter the local dietrict budget as It sees fit In New York State, the 
law requires that with regard to cities of 1 million or over in population, 
if the requested budget is less than $4.9 million, the city sh^ appro- 
priate that amount. 

In sum, while there is some relationship between percent of 
funds provided by the state and the degree of budget controls imposed upon 
local boards, this relationship is not consistent and cannot be said to be 
directly attributable to higher levels of state support for education. 
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I^In Colorado, a local school board can transfer unencumbered funds from one 
function to another only "in event of a contingency caused by an act of 
God, any act of a public enemy, or some event which coyld not have been re - 
sonably foreseen at the time of the adoption of the budget. 

^/Washington, as well as several other states, imposes other kinds of require- 
ments nil school districts not imposed upon other <Jistricts in the 
state For example, while the larger school districts are pemitted to fill 
their'own school board vacancies, in the case of third class <^^®tricts i 
Washington (generally school districts x^ithout high 

mediate superintendent fills any vacancies that occur on the local school 
district board. 
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4. Tax Limitations 

State restraints on local district autonomy in the area of 

( 

t 

raising local revenues fall into two principal categories: (1) statutory 

maxima for local tax rates (either absolute or which can be overridden by 
the voters of the district) and (2) size of the majority vote required to 
override statutory tax rate limits. Local district voter approval of tax 
levies is required to some extent in all ten states.— In some cases, 
voter approval is necessary for any local levy (as in Delaware), but there 
is no restriction on the local tax rate. Other states set a maximum tax 
rate, which can be exceeded only uport approval by the local district voters . 
Finally, some states (such as Michigan and North Carolina) have a maximum 
tax limit which cannot be exceeded regardless of voter approval. 

The State of New York varies in the extent of its restrictions on 
taxation depending upon the type of district. The state sets no limits 
on the tax rate for non-city school districts, the rate being left up to 
approval by a majority of district voters. For cities under 125,000, 
voter approval is required for a specified millage increase up to a maxi- 
mum which cannot be exceeded regardless of voter approval. With regard 
to the six city school districts over 125,000, a maximum millage is also 
imposed, but the municipal authorities set the tax rate within this maxi- 
mum without having to go to the voters at all. 

There appears to be no discernable pattern relating the degree of tax 
limitations to levels of state school funding. In terms of absolute sta- 
tutory maximums which cannot be overridden even with voter approval, the 

2^In~Nevr~Y^k. State, cities over 125,000 are fiscally dependent, meaning 
the school budget is part of the municipal budget and is not voted upon by 
the citizens. Wilmington, Delaware is also a fiscally dependent school 
district as are 9 districts in New Hampshire, 




w 

■f 

m 

■S’Cri. 

I : 

.vt 



■ .*vr 

-M 



,r 

;V-. 



• i'/ 






254 



J:- 



most -Restrictive states appear to be two moderate aid states, Mxchigan an 

r'j' 

New ^brk (with the exception of its non-city school districts) . Colorado, 






a low^aid state, ranks just behind these two states. Although the school 



distSct electorate can eventually override the state maximum, any amount 



over^;the maximum must first be submitted for approval to a state tax 

10 / 



comrniUion.— ^ The least restrictive states appear to be New Hampshire 

J 

t ■' 

(low^state aid) and Delaware (high state aid). 

.^ith regard to the size of the vote required to override statutory 
maxi£ms, while most of the states studied require only a simple majority, 
several states require a 60 to 75 percent majority. Two such states are 
low aid states (Kansas and South Dakota) and the third is a high aid state 
(Washington). Again, there appears to be no discernable pattern of control 



which could be related to the level of state funding. 



5. 



Bonded Indebtedness 
As in the case of other dimensions of state control exam.ned, 

the range in debt limitations varies significantly across the ten states 
studied, in the high state aid states, the debt limitations range from 5 
percent to 10 percent of assessed valuation and the requisite voter 
appr|val ranges from a simple majority to 60 percent; in the moderate aid 



statls, the debt limitations range from 5 percent to 15 percent and the 



votei approval required ranges from a simple majority to 66 2/3 percent, 



and L the low aid states, the debt limitations range from 6 percent to 



0/ 



y Colorado permits its local school districts to tax at a which will 

■asie no more than 5% over the revenues raised the I, 

Itate Tax Commission must approve anything beyond that ^^^e 

Commission does not give its approval to exceed the maxim^ allowable rate, 
thenlthe issue can be submitted to the voters of that district. 
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10 percent, and the required approval from a simple majority to 66 2/3 
percent. Thus, no clear pattern between the level of state aid and the 
degree of limitations is discernable. 

Type III. State Regulation of Federal Programs 
6. Title I Regulations 

A survey of regulations governing the use of Title I— 
funds reveals significant variations among the ten states. All states are 
supposed to follow the U.S. Office of Education regulations but these regu- 
lations are sometimes augmented by state requirements. In all three high 
state aid states and in all of the low state aid states with the one 
exception of Kansas, federal regulations are the sole guidelines for 
approving Title I projects or are supplemented only very slightly by 
state regulations. 

The most restrictive state regulations for the use of Title I funds 

12 / 

are found in California, New York, and Michigan (the three moderate aid 
states in this study). All three states require concentration of funds 
ina.limited number of districts and schools and an emphasis on elementary 
rather than secondary education. 

There thus appears to be no consistent relationship between the per- 
centage of state funding atid the degree of state controls imposed on the 
use of Title I funds. 



— Title I of the Elementary and Secondary Education Act of 1965:, financial 
assistance to local educational agencies for the education of children from 
low income families or from families who are welfare recipients. 



12 / 

California also restricts the use of other federal funds. For example, 
in the case of Title III money, ,the state specifies both the percentage 
which can be used for various types of projects , and the priority areas 
for such projects. 
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Type IV. Regulations Affecting Personnel 

7. Salary Regulations 

Regulations concerning the salaries of school employees are 
somewhat related to the proportion of state funding of education. Both 
Delaware and North Carolina, high aid states, have statewide salary sche- 
dules. However, local districts in these two states are allowed unlimited 
supplementation of these schedules through local revenues. While state 
salary schedules may tend to encourage the maintenance of ratios among 
various types and experience levels of personnel, thereby limiting the 
degree of local autonomy over salary questions, many districts in these 
two states do depart from the schedule, both in terms of absolute amount 
and in terms of the ratios between the various levels of education and 
experience. 

In spite of these two cases, however, the relationship between the 
degree of restriction and the percentage of state aid is far from perfect. 
Washington, a high aid state, has no salary restrictions whatsoever, while 
both New York and California, moderate aid states, have a substantial num- 
ber of regulations in this area. For example. New York State mandates a 
minimum salary level for all school districts and has established an ela- 
borate set of ratios between the salaries paid to classroom teachers and 
those of various kinds of administrators. California also has a minimum 
salary level. On the other hand, Michigan, also a moderate aid state, has 
no salary restrictions. Thus, while it appears likely that some increase 
in state control over salary questions may occur with increased state 
proportions of aid, this is by no means inevitable. 
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tive in requiring that dismissal of even firs^t-year probationary teachers 
must be for cause. In New York and Michigan, on the other hand, the local 
board may dismiss probationary teachers without cause. 

10. Collective Bargaining 

There appears to be little direct relationship between the 
percentage of state aid and the degree of local autonomy to regulate bar- 
gaining between school boards and school employee representatives. If any- 
thing, the low and moderate aid states, with some except j.ons, appear to be 
more restrictive in this regard. 

There are three levels of state restrictions regarding, collective bar- 
gaining. The most restrictive is the statute which requires school boards 
or other public employers to bargain with public employee unions. This 
kind of statute provided exclusive representation rights to the majority 
representative of a unit of public employees. 

The second type of statute is the so-called "meet and confer" statute, 
which requires local boards to consult with all representatives of public 
employees (not just the majority representative) , but does not , require 
binding negotiations. 

The third situation is the totally unregulated situation — that is, 
the state has no statute dealing with public employee labor relations. 

Only one of the high aid states included in this study (Delaware) has 

i 

the most restrictive type of bargaining arrangement -- i.e., the require- 
ment that school boards bargain with public employee unions -- while three 
of the four low aid states have this requirement. Colorado, like North 
Carolina, has no regulations governing bargaining arrangements, lyet these 
two states are at the extremes in terms of level of state funding. Cali- 
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8. Teacher Certification 

There is a substantial degree of state control over the pro- 
cess of teacher certification in all of the states studied. With the ex- 
ception of Delaware and New York, where statutes permit a state educational 
body to delegate a portion of its certification powers to local bodies, every 
state studied gives the state, usually the State Board of Education, ex- 
clusive power to grant certification. Even in Delaware and New York, ’ the 
state still exercises the primary power. For example, while New York City 
can establish more stringent certification requirements than those imposed 
by the sthte, it cannot reduce state requirements. 

More specifically, most of the states studied have created, either by 
statute or regulation, detailed educational requirements necessary for a 
prospective teacher to obtain certification, thereby limiting the power 
of local boards to employ teachers with different educational backgrounds. 

The interest of the state in maintaining uniform minimum standards for 
teaching personnel apparently takes precedence over the possible competing 
interest of local boards in experimenting with different types of teaching 
personnel. The lack of local autonomy in this respect does not vary sys- 
tematically with the degree of state aid. ' 

9. Teacher Tenure 

An analysis of teacher tenure laws in the states studied re-' 
veals no consistent relationship between restrictions placed on local boards 
and the percentage of state aid. Thus North Carolina, where the state pro- 
vides almost 80 percent of non-federal revenues for education, allows local 
boards more discretion than any other state in deciding whether to rehire 
teachers. Kansas and South Dakota, low aid states, are relatively res trie- 
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fornia and Washington are the only two states in this study with a "meet 
and confer" type of statute. The extent of state regulation of local 
school district bargaining relationships, therefore, cannot be said to 
bear any coiisistent relationship to the percentage of state aid. 

Type V . J urisdictional Boundaries 

11. District Formation, Annexation, and Consolidation 
With the exception of New Hampshire, all the states studied 
impose a rather substantial degree of state control over processes leading 



to the formation of new school districts or changing the boundaries of ex- 



isting districts. In Delaware and Kansas, state -supervised mandatory re- 
organization plans were carried out in the 1960 *s to consolidate districts. 



South Dakota also enacted some mandatory requirements for consolidation, 
although less extensive than those of the former two states. Local partici- 
pation in district: consolidation and reorganization decisions is severely 

\ 

limited in all states, although some states provide for a hearing upon peti- 

\ 

tion of a majority of^^the voters in a school district, with, in a few cases, 

>. 

X 

the right to appeal froj;i an adverse decision. In general, there appears 
to be a paramount state isiterest in the organization of local districts 

■V, 

within states, regardless 6f. the level of the state's contribution to the 
funding of education. 

The previous pages have presented brief summaries of the variation in 



state controls imposed on local school districts among the ten states se- 
lected for this study. The analysis of the state laws and department of edu- 



cation regulations in the eleven areas examined is presented in Table V-I. 



"Restriction scores" were then derived by weighting these state laws and re- 
gulations according to whether they imposed strong, moderate, or weak re- 
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straj.nts on local school districts. Table V-2 utilizes these restriction 

{ 

j scores to illustrate the relative degree of local autonomy found in the ten 

i states. As this table shows, there is little relationship between the per- 

! 

cent of state aid and the autonomy of local school districts.—/ 



TABLE V-2 

PERCENT STATE AID COMPAaRED WITH. STATE CONTROLS 



State 


7o State Aid 
(1969-1970)* 


Restriction 

Scores 


Ranking 
(High State 
Controls 


Rank 

(High 

Ail 


New York 


47.17, 


32 


1 


4 


California 


36.97, 


30 


2 


6 


Kansas 


28.17, 


25 


3 


7 


Delaware 


76.47, 


23 


4 


2 


Michigan 


46.97, 


22 


5 


5 


Colorado 


27.17, 


21 


6 


8 


South Dakota 


15.37, 


21 


6 


9 


North Carolina 


79,57, 


20 


7 


1 


Washington 


62.57, 


19 


8 


3 


New Hampshire 


8.97, 


17 


9 


10 



*State share of non- federal education revenues derived from data in National 
Education Association, Research Division, Estimates of School Statistics . 
State aid figures for 1969-70 were chosen for this analysis inasmuch as the 
state laws and regulations examined were largely those codified as of 1970. 



13/, 



Only a very slight positive correlation was found between percent state 
aid and restriction scores -- r = ,06. 
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Interviews in the three high aid states were conducted to supplement 
this analysis. While the interviewing was not systematic, the general im- 
pression conveyed by the local school district officials interviewed was 
that the high percent of state funding did not affect the degree of autono.iy 
permitted local school districts. A superintendent of a Delaware school 
district, who had previous experience in school districts in the states of 
Ohio (where the percentage of state aid was 33.1% in 1969-70) and Michigan, 
stated that from his perspective there was much more local autonomy vis-a-rvis 
the state education department in Delaware than he had found in the other 
two states. 

Some officials in Delaware and North Carolina did fed. somewhat hampered 
by the state procedures or formulas for allocating personnel and would have 
preferred more freedom to shift positions among categories of personnel. 

III. INNOVATION AND LOCAL AUTONOMY’ 

Increased restrictions, as was sl^own in the previous section, do not 
necessarily follow higher percentages of state aid. But it still should be 
asked whether there are other important aspects of local autonomy which 
might be affected by greater state financial involvement in education. To 
help answer that question, data from a 1967 study^— of innovative educational 
practices adopted by local school districts were related to the analysis of 
state-imposed restrictions outlined in the preceding section. 

That study by Cawelti reports the results of a survey of 7,237 accred- 
ited high schools in all 50 states and the District of Columbia. The surve>\^ 

— ^Gordon Cawelti, "Innovative Practices in High Schools: Who Does What and 

Why - and How," Nations Schools , Vol. 79, No. 4, April 1967, pp. 56-89. 
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used a somewhat arbitrary list of 27 innovative practices, grouping these 
innovations into three categories; curriculum innovations (e.g., use of 
Chemical Bond Approach materials in teaching chemistry or use of the 
Earth Science Curriculum Project materials); technological innovations 
(e.g., language laboratories or programmed instruction); and organiza- 
tional innovations (e.g., team teaching or the non-graded approach). 

Based on the responses to the survey, Cawelti gave each state an innova- 
tion score based on the number of innovations adopted by all reporting 
high schools in that state from the list of 27 innovative practices com- 
piled by the researchers. 

Table V-3 presents data from the Cawelti study for the ten states 
examined in Section II of this report for degree of state controls. 



TABLE V-3 

PERCENT STATE AID COMPARED WITH INNOVATION SCORES 



State 


7« State Aid^/ 
(1966-1967) 


Innovation 

Score 


Ranking 

(High 

Innovation) 


Ranking 

(High 

State Aid) 


New York 


48.0% 


8.5 


1 


5 


Delaware 


79.5% 


7.9 


2 


1 


Washington 


62.5% 


7.8 


3 


3 


California 


35.8% 


7.8 


3 


6 


Colorado 


25.3% 


6.9 


4 


8 


Michigan 


50.5% 


6.7 


5 


4 


New Hampshire 


10.4% 


6.5 


6 


10 


North Carolina 


74.8% 


5.3 


7 


2 


Kansas 


33.5% 


4.8 


8 


7 


South Dakota 


15.6% 


3.4 


9 


9 



Table V-3 shows that the adoption of innovative practices, far from 



— /state share of non-federal education revenues are derived from data in 
NEA, Research Division, Estimates of School Statistics . 1970. Data for 
1966-67 were utilized for this analysis inasmuch as Cawelti 's survey of 
innovative practices was undertaken ip, 1966. 
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being suppressed by a higher percentage of state funding, appears to 

parallel somewhat the level of state aid. North Carolina with high state 

aid and a low innovation score is the one major exception. The highest 

innovation scores are found in two moderate aid states (New York i-nd 

16 / 

California) and in two high aid states (Delaware and Washington) . — It; 

can be said, therefore, that innovation is not stifled by higher percen- 
tages of state funding, and indeed may be encouraged by it. This conclu- 
sion is reinforced by reference to Hawaii, where schools are operated 
with 100 percent state support. Hawaii's innovation score, according to 
the Cawelti study, is 7.5. Thus, it would rank 4th, just below California 
and Washington and well above Colorado among the sample states in this 
study. 

IV. LOCAL CONTROL AND INCREASED EXPENDITURES PER PUPIL 

In order to further understand the differences among the states in 
terms of innovation scores and degree of state controls, a fourth variable 
the absolute dollar amount expended per pupil, was examined. Tables V-4 
and V-4 rank the states by average expenditures per pupil and relate this 
factor to the percentage of state funding, restriction scores, and innova- 
tion scores . 

Tables V-4 (a) and (b) suggest that the extent of state controls is 
somewhat related to the absolute per pupil expenditure levels. New York 
has both the highest restriction score and the highest level of per pupil 
expenditures. In contrast, three low spending states. New Hampshire, 

— ^A weak positive correlation between high innovation scores and a high 
level of state funding was found -- r = .39, not jjignificant at the five 
percent level . 
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South Dakota, and North Carolina, all have relatively low restriction 
scores. While these patterns are not entirely consistent, viz. the 
cases of Washington and Kansas, the conclusion from this analysis is that 
state controls over local school districts increase as the absolute dol- 

II' 

lar expenditure leyels increase. 



TABLE V-4(a) 

AVERAGE PER PUPIL EXPENDITURES COMPARED WITH STATE CONTROLS 



State 


Average 
Per Pupil 
Expenditures 
(1969-70) 
NEA Data) 


Restriction 

Scores 


Ranking 

<High 

State Controls) 


New York 


$1,250 


32 


1 


Delaware 


899 


23 


4 


Michigan 


842 


22 


5 


Washington 


777 


19 


8 


California 


744 


30 


2 


Kansas 


726 


25 


3 


Colorado 


719 


21 


6 


New Hamsphire 


700 


17 


9 


South Dakota 


656 


21 


6 


North Carolina 


584 


20 


7 



A positive correlation between higher expenditures and increased state 
controls was found, r = .67 at the five percent level of significance. 
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TABLE V-4(b) 

RANKINGS: EXPENDITURES. CONTROLS . PERCENT STATE AI D 



( . 

i,- 

i State 



Hi^ 

Per Pupil 
Expenditures 



High 

Restrictions 



Percent 
State Aid 



New York 

Delaware 

Michigan 

Washington 

California 

Kansas 

Colorado 

New Hampshire 

South Dakota 

North Carolina 



1 

2 

3 

4 

5 

6 

7 

8 
9 

10 



1 

4 

5 
8 
2 
3 

6 
9 
6 
7 



4 
2 

5 
3 

6 

7 

8 

10 

9 

1 



TABLE V-5(a) 

AVERAGE P^^R PITPTL EXPENDITURES CQMPARF.P WITH INNOVATION SCORES 





Average 
Per Pupil 
Expenditures 

(1966-67 
NEA Data) 


Innovation 


Ranking 

(High 


state 
New York 


Scores 


Innovation) 


$912 


8.5 


1 


Delaware 


629 


7.9 




California 


613 


7.8 


•3 

t: 


Michigan 


533 


6.7 

7.8 


3 

3 


Washington 


581 


4 


Colorado 


571 


6.9 


8 


Kansas 


533 


4.8 


6 


New Hampshire 


523 


6 . 5 

O A 


9 


South Dakota 


467 


3 • A* 


7 


North Carolina 

i 


411 


3*3 




\ 
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TABLE V-5(b) 

RANKINGS; EXPENDITURES. INNOVATIONS. PERCENT STATE AID 



State 


High 

Per Pupil 
Expend], tures 


High 

Innovations 


High 
Percent 
State Aid 


New York 


1 


1 


4 


Delaware 


2 


2 


2 


California 


3 


3 


5 


Michigan 


4 


5 


3 


Washington 


5 


3 


6 


Colorado 


6 


4 


7 


Kansas 


7 


8 


8 


New Hampshire 


8 


6 


10 


South Dakota 


9 


9 


9 


North Carolina 


10 


7 


1 



The importance of absolute dollar expenditure levels is further 
demonstratea by Tables V-5(a) and (b). States with high average per pupil 
expenditures, such as New York, Delaware, and California, all have high 
innovation scores, while low spending states, including South Dakota, 



Kansas, and North Carolina, have low innovation scores. The incidence of 

18/ 

innovation, therefore, appears to be a function of actual dollars spent. — 
Together, Tables V-4 and V-5 suggest that the percentage of state 
funding relative to total non- federal education support is not a good 



predictor of the degree of local autonomy or the incidence of innovation. 
However, higher statewide average expenditures per pupil do lead to 
slightly greater state controls over local districts and to significant 
increases in the rate of adoption of innovative educational practices. 



— ^The correlation coefficient relating the rate of adoption of innovative 
educational practices to higher dollars per pupil is .72 at the two 
percent level of significance. 
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V. SUMMARY 

The hypotheses reached in the analyses described in this chapter 
may be summarized as follows; 

1. The extent of state controls over local district decision-making 
has no direct relationship to the percent of state funding. 

2* With the exception of North Carolina, higher percentages of 
state funding appear to be somewhat more conducive to innovations. 

3. The rate of adoption of innovative educational practices is 
generally higher in states which spend more per pupil in absolute dollars. 
This relationship is much stronger than that between rate of innovation 
and level of state funding. 

4. The extent of state controls appears to be somewhat related to 
Increased per pupil expenditures, with Washington being an exception. 

In conclusion, the study suggests that increased state funding 
(1) does not lead to substantial state restrictions on local school 
district decisicjn-making, and (2) does not stifle the initiative of local 

school boards to adopt innovative educational practices. The availability 

/ 

of a higher percentage of state aid, end even more importantly, higher 
total expenditures per pupil, seems to encourage the adoption of innova- 
tion while not seriously limiting local school district autonomy in the 
eleven areas examined in this study. 
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SOURCES: STATE LAWS AND REGULATIONS 


California 


Laws: State of California, Education Code (rev., 1969). 

Regulations: California Administrative Code (rev., 

1969) , Title 5. 


Colorado 


Laws: Colorado Revised Statutes 1963 (rev., 1969), 

Chapter 123. 

Regulations: none available. 


Delaware 


Laws: Delavjare Code (rev., 1970), Title 14. 

Regulations: none available. 


Kansas 


Laws: Kansas Statutes Annotated (rev.. 1970). Chapter 

72. 

Regulations: none available. 


Michigan 


Laws: Compiled Laws of 1948, State of Michigan (rev., 

1968) . 

Regulations: Administrative Code of 1954. State of 

Michigan (rev., 1968). 


New Hampshire 


Laws: New Hampshire Revised Statutes Annotated (rev. . 

1969) . 

Regulations: Miscellaneous regulations issued bv the 

Department of Education, State of New Hampshire. 


New York 


Laws: McKinney's Consolidated Laws of New York. Annot- 

atod, Book 16 -- Education (rev., 1970). 

Regulations: Official Compilation of Codes. Rules and 

Regulations of the State of New York, Title 8: 
Rules of the Board of Regents and Regulations of 
the Commissioner of Education (rev., 1970). 


North Carolina 


Laws: G>sneral Statutes of North Carolina (rev.. 1969). 

Chapter 115. 



Regulations ; none available. 



Sotith Dakota 



Washington 



Laws: South Dakota Consolidated Laws (rev., 1970), 

Title 13. 

ReKulations: Administrative Manual for South Diikota 

Schools (1970). 

Laws: Revised Code of Washington (rev,, 1969), Title 

28 A. 

Reeulations: Rules and Regulations of the State Board 

of Education of Washington (rev,, 1970). 
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CHAPTER VI 

INTRA-DISTRICT RESOURCE ALLOCATION 

I. INTRODUCTION 

Previous chapters of this report document the considerable dispari- 
ties in per pupil expenditures between school districts within states. 

As new distribution alternatives are being considered to meet this prob- 
lem, it is important to understand their possible impact on schools with - 
individual districts. Although inter-district disparities may bo re- ■ 
I duced through now finance programs, significant disparities mAy continue 



‘ to exist between individual schools within districts. Many of the fac- 
tors which contribute to inter-district disparities in per pupil spend- 
ing — such as differences in property values, tax rates, starting 
teachers' salaries, and salaries for teachers of equivalent education and 
experience -- are not present within a school district. Nevertheless, 
disparities in per pupil spending among schools within a single district 
do exist. 

The purpose of this chapter is to examine existing resource allocation 
patterns within districts and the causes and consequences of the disparity 
patterns. Subsequent sections of this chapter examine various dimensions 
of intra-district allocations. Section II examines the distribution of to- 
tal instructional expenditures per pupil by type of school (grouped according 
to racial composition, socio-economic status, or per capita income of 
school neighborhood). Section III examines the distribution of district 



288 : 









discretionary fund expenditures.—^ Section IV describes the impact of 
compensatory funds, both state and federal, on overall expenditure pat- 
terns. Section V analyzes the impact of teacher differentials in educa- 
tion and experience and in pupil-teacher ratios on total expenditures. 

The final section dravrs some conclusions about the factors producing dis- 
parities in per pupil^ expenditures among schools within the same district 
and suggests some alternative approaches to the allocation of funds. 

Districts examin ed. Data from seven districts in two states were 

examined for the year 1969 - 70 , focusing primarily on differences in per 

2 / 

pupil spending amorig elementary schools.— In selecting districts, an 

<# < • 

attempt was made to get a variety of urban districts with different 
characteristics. Thus the sample Includes two large industrial cities 
with sizable black populations; a large city that is the conmercial center 
for a largely agricultural region and contains a sizable Mexican^American 
population; a medium-sized industrial city; a middle income, white resi” 
dential" suburb; and two predominantly blue collar suburbs, one of which 
is racially mixed. 

The two districts selected for study in California are Oakland and 
San Jose. Five Michigan districts were also selected, including Detroit 

f 

y Defined as revenues raised locally plus state general aid which the 
district combines with its local revenues. These funds, as opposed to 
categorical funds, are discretionary in terms of district spending deci- 
sions. 

y Comparable data for these analyses could not always be obtained. For 
example, in analyzing the expenditure distribution pattern, in some cases 
schools were grouped by percent minority enrollment, in some cases by per 
capita income, and in some cases by socio-economic status. As later 
sections will show, however, some very significant conclusions emerge and 
are actually strengthened by the fact that different methods of analysis 
produced similar results. 
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and two of its suburbs, Livonia and Warren. Livonia is a white, middle 
income residential community. Warren is a blue-collar community, also all 
white, with its own industrial base. The other two districts in Michigan 
are Flint, a smaller city under the classification used in this report, 
and Beecher, a lower income, racially mixed, blue-collar suburb of Flint. 
Table VI-1 presents basic data on student and fiscal characteristics for 
the seven districts. 

So me general findings . Although there are many differences among 
these seven communities in terms of student and fiscal characteristics, 
the resource distribution pattern in most of the districts was found to 
be similar. District discretionary funds are usually concentrated in the 
schools of higher income and low minority populations, while state and 
federal compensatory funds are directed to low income, higji minority 
schools. District discretionary funds and compensatory monies, in some 
cases, were found to complement each other; that is, total expenditures 
for the lowest income, high minority schools and the higjhest income, vdiite 
schools are almost equal. However, those schools in the middle ranges 
that do not qualify for compensatory funds, and which do not attract the 
more experienced, more educated, and thus the higher paid teachers, re- 
ceive less dollars per pupil than the schools at either extreme. They 
fail to benefit from either of these two patterns of intra-district; re- 
source allocation: district discretionary funds to the wealthy and com- 

pensatory resources to the poor. To measure equalization in this context 
is further complicated by the differential distribution of kinds of re- 
sources. Even though rich and poor schools may receive equal dollars , 
these funds buy different types of teaichers in terms of education and 
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experience levels . 



This report makes no attempt to determine the relationship, if any, 

between various school inputs and educational output. However, since 

several studies have suggested that teacher characteristics have an effect 

3/ 

on pupil performance, — this chapter examines the allocation of teachers 
with higher education and experience levels and the allocation of addi- 



tional teachers in order to reduce pupil-teacher ratios, as well as the 

4/ 

absolute dollars spent per pupil.— 

II. DISPARITIES IN TOTAL PER PUPIL EXPENDITURES 

Because of the general unavailability of data on a school-by-school 
basis for non-ins tructlonal expenditures, the analysis of per pupil expen- 
ditures in this chapter is by and large confined to instructional 



3/ 

— See, e.g., Coleman. James et al . Equality of Educational Opportunity 
(U.S. Office of Education; 1966); Bowles and Levin, "More on Multicollin- 
earity and the Effectiveness of Schools," Journal of Human Resources . 

Vol. 3, No. 3, 1968, p. 393; Guthrie. James et al. Schools and Inequality , 
(MIT Press: 1970); Hanusheic, Eric, "The Production of Education," Teacher 

Quality, :Hnd Efficiency," Do Teachers Make a Difference? (U.S. Office of 
Education: 1970). 

One need not resolve the question of whether variations in expenditures 
per pupil among schools mean equivalent variations in the quality of edu- 
cation in order to draw policy-relevant conclusions. If variations in per 
pupil expenditures are not associated with variations in the quality of 
education, then if a district is spending more per pupil on instruction at 
some schools than at others and getting no increaise in output for the 
increase in expenditures, it can at least be pohcluded that the schools 
are not being operated efficiently. , / - 





expenditures, primarily those for instructional staff salaries.—^ Thus 
the analysis is concentrated on the resources which are important to in- 
struction and which are distributed at the individual school level: 
teachers. 

Based on the analysis of the seven districts included in this study, 
considerable variation in instructional expenditures per pupil exists 
among elementary schools within a single district. For example, the aver- 
age expenditure per student in San Jose, when funds from all sources are 
included, is $536; the standard deviation is $144. Similarly, in the Oak- 
land school district, the average per pupil instructional expenditure is 

6 / 

$591, with a standard deviation of $124. — 

In four of the districts -- Oakland, San Jose, Beecher and Flint ■ — 
schools with the highest proportion of minority or of low income students 
are spending the greatest amounts for total instruction. This is 
exemplified by_the analysis of Oakland in Figure I. Other districts, 



Investigations and interviews in a number of districts indicated that 
there are little differences among schools in the allocation of instruc- 
tional supplies and materials. In many Cases, a strict per pupil expen- 
diture caiculationia used to insure district-wide equality. There are 
some differences, however. AnTlritensive. study of the Oakland school 
system indicated that extra supplies and materials such as-fLeacher work- 
books, slide projectors, and library books were provided to the middle ■ 
class schools by PTAs and other parents' groups. The poorest schools, re- 
ceiving compensatory monies , did not differ noticeably from the higher 
income schools in their amount of classroom supplies. The schools that 
were shortchanged were those that were not quite poor enough to be recipi- 
ents of Title I money . V ^ ^ ^ 



Often there is grea:t variation in per pupil expenditures amobg schools 
within the same group (that is, grouped according to percent minority or 
by income) . ; In Oakland , greater variation was found among those schools 
with the highest proportion of minority students (the standard deviation 
being $152 per pupil) compared to the predominantly white schools (standard 



deviation of 



$ 66 ) . 




ji 
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FIGURE 1 



OAKLAND TOTAL PER PUPIL EXPENDITURES* 

(by Race) 
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75:1-100% 



50 . 1 - 75 % 



25.1-50% 
Minority ■ 



10.1-25% 






Less than 
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“TOTAL EXPENDITURES: Ali expenditures on teachers for grades 1-6, certificated persohnei and ciassified personnei, 
exciuding special teachers (educationally handicapped and educable mentally retarded, but including mentally gifted 
minor). , " 
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however, spend more of their totel funding from all sources on the pre~ 

dominantly white, high income schools, even when size of school is held 
7/ ' . 

constant. Figure 2 , illustrating this phenomenon in Detroit, also 

applies to the district of Livonia. In Warren, however, while the lowest 

8 / 

socio-economic status (SES)~ schools receive the least funds, the highest 
SES schools receive the next smallest amount per pupil, with schools in 
the middle ranges receiving more than those at either extreme. 

An interesting aspect of these expenditure patterns is that both in 
the case of districts spending the greatest amount in the hlg^ minority, 
low income schools compared with the white, mi ddl^e-cla^ schools and those 
districts which have the reverse pattern, schools in the middle ranges 
have lower per pupil expenditures than those at either end of the income- 
race scale. Warren, as already noted, is an exception to this. San Jose 



~ The argument has been made that in cities which are becoming heavily 
minority, the few remaining white schools have higher expenditures pri- 
marily because their school capacity is underutilized compared to minority 
schools which are overutilized. See, e.g., O'Neill and Holen, "The 
Division of D.C. School Funds," The Wash5;ngton Post , editorial page^ 
October 15, 1970. Analyses in both the California districts and Michigan 
districts Indicated a correlation between size of student body and per 
pupil expenditures -- expenditures increase as size of student body in- 
creases. 

8 '/- ■ i'' ' ■ ' ' ^ 

"■ While income data for Detroit were derived from a 1965 study, no such 
data were available for the other Michigan districts.,>^^^ the 

socio-economic status of students was used as a proxy for low, income. 

Data on school average socio-economic status (SES) -- measures of the 
level of income'^ and educat ion of the student 's family— were obtained 
from responses to a battery of teist questions admiinistered as part of the 
Michigan Educatibnal Assessment Program. The test was desired ^ adminis- 
- Shaded by, t Educational Testing Service of '^incetoni New 
jersey. Since tiie SES data for Detroit were found to correlate hi^ly 
with the 1965 iiicome data, it was'^felt that SES was a reliable proxy for 
iincome."^ ■ 
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FIGURE 2 



DETROIT INSTRUCTIONAL STAFF EXPENDITURES^ 

(by Race) 
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also deviates from the expenditure pattern just described. There, total 
expenditures increase in direct proportion to the increase in minority 
enrollment. 

With but few exceptions, the highest paid teachers -- due to their 
advanced degrees or greater number of credits and their longer' years of 
experience -- are located in the white, middle class '^hools, and the 
lower salaried teachers, who are younger and have fewer advanced degrees 
or c.redits, are assigned to minority and low income schools. In some dis- 
tricts, such as Flint, this imbalance is offset by the reduced pupil- 
teacher ratios in the minority schools. But in most cases, the introduc- 
tion of additional teachers has had little impact on the teacher expendi- 
ture differentials among these two categories of schools. These factors 
are examined more closely in Section V. 

For reasons noted earlier, the intra-district study is confined pri- 
marily to analysis of total instructional salary expenditure differentials. 
Some additional data on other expenditures in the two California districts 
led to some interesting findings. In the San Jose district, the highest 
costs for administrative and other certificated personnel occur in the 
schools with the highest proportion of minority students, $75 per pupil, 
compared with $49 per pupil in the schools with the least percent of 
minority students. In Oakland, the comparable expenditures are $66 in 
high minority schools and $54 in predominately white schools. 

III. DISPARITIES IN DISTRICT DISCRETION^ FUND EXPENDITURES 

School district discretionary funds are defined as local education 
funds (raised primarily through the local property tax) and general state 
aid for current operating expenditures. These funds do not include state 
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compensatory funds, other state categorical grants, and federal compensa- 
tory funds. The analysis of discretionary fund expenditures is based 
prinuirily on their distribution to individual schools for instructional 
expenditures, and thus it excludes such non-ins true tional expenditures as 
plant operation, maintenance, and non-teaching supplies. 

A. District Discretionary Fund Expenditure s 
To Schools Grouped According to Race 

The distribution of district discretionary funds to schools in the 
Oakland district is depicted in Figure 3. The same pattern is found in 
Detroit, the second of the three central cities studied. The greatest 
amount of district discretionary funds is distributed to schools with the 
least black enrollment. The next greatest amount goes to those schools 
with the highest percentage of black students, those with 75 percent 
minority enrollment or more. Those receiving the least funds from this 
source are schools where the proportion of blacks is between 50 and 75 
percent. The pattern of district discretionary fund expenditures thus 
favors (1) schools with a higher proportion of white students, and (2) 
schools with almost total black enrollments -- although to a much lesser 
extent than the schools which are predominantly white. 

San Jose, the third central city in the sample, with a large Spanish- 
speaking population, presents a different picture. Schools with 10 to 50% 
Spanish-surname enrollment received greater district discretionary funds 
than either the lowest or highest minority schools. . 

Since over 80% of district discretionary ifund instructional expendi- 
tures in the individual schools is devoted tojiteachers' sa^liaries, the 
tern il lustra tied in Figure 3 --the situation||in Detroit and Oakland -- 
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FIGURE 3 



OAKLAND 

DISTRICT DISCRETIONARY FUND EXPENDITURES^ 
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includes all expenditures for teachers for grades 1-6, and certified personnel and classified personnel not paid for by 
funds from state or federal compensatory education programs. Excludes special teachers. 
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suggests one of two possible explanations to account for the higher ex- 
penditures found in the predominantly white and predominantly black 
schools: (1) these schools have more teachers at the higher end of the 

salary scale (because of higher education and/or experience levels) or 
(2) they have smaller pupil-teacher ratios. These two aspects are examined 
in succeeding sections of this chapter. 

B. District Discretionary Fund Expenditures to Schools Grouped 
by Income or Socio-Economic Status 

In order to determine whether there is any similarity between the dis- 
tribution of resources to schools grouped according to their racial compos- 

i 

^ ition and schools grouped according to income, the distribution of district 

discretionary funds for instruction to schools ranked on the basis of in- 

97 

come was examined in six districts.— Several different distribution pat- 
terns were found. These are shown in Figures A- , 5 , and 6 . Three 

districts, Flint and the two all white Detroit suburbs of Livonia and 
Warren, provide lower per pupil expenditures to schools serving the pupils 



of the lowest income families than to any of the other categories of 
schools in their districts.—^ (This pattern. Type 1, is illustrated 
by Warren.) Two districts, both large cities (Oakland and Detroit), dis- 
tribute resources so that the greatest amount of funds is allocated to the 



9/ 

“ As noted in the previous footnote, income data for Detroit were taken 
' |from a 1965 study. Since income da.ta were not available , for the other 
> in this study, other measures, such as socio-economic status of 

; (used for Michigan districts other than Detroit) and an eligi- 

1 ' *bility index for ESEA Title I funds (derived for the school district of 
Oakland), were used as proxies for low income. No reasonable proxies could 
be developed for San Jose based on the data available, so this district has 
oeen excluded from this part of the analysis. 

I^^This relationship is particularly evident when size of school is held 
constant. . - '■ 
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schools with pupils from the hj.ghest income families, the next largest 
amount to schools serving lowest income, and the schools ranking second 
in terms of income receive least. (This pattern. Type 2, is illustrated 
by Oakland.) A third pattern is found in Beecher, a suburb of Flint. In 
that district, the middle strattrai is receiving more than either the hig.ier 
or lower SES schools. The schools serving the affluent pupils receive the 
least. (Beecher thus represents the Type 3 pattern depicted in Figure 6.) 
All three types indicate considerable differences in per pupil expenditures 
among schools when grouped by per capita income, SES or the ESEA index. 

f 

The distribution pattern of expenditures according to income found in Oak- 
land and Detroit (Type 2 of Figure 5) is similar to the patterns found in 
those cities when expenditures in schools grouped according to racial 
composition were examined. 

C. The Reduction of Pupil-Teacher Ratios 

For more than a decade, school district administrators have been 
aware thati without federal funds, the most disadvantaged schools had the 
lowest per pupil expenditures.”” In order to improve the education of 
pupils in low income and high minority schools, there have been some efforts 
to reduce class size through the assignment of more teachers to these school 
While, increases in the personnel available in low income, high minority 

— ^See Sexton, Patricia Cayo, Education and Income; Inequalities in 
Public Schools (New York; The Viking Press , 1961) . ^ 
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FIGURE 5-1 
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FIGURE 6 



TYPE (3) 

DISTRICT DISCRETIONARY FUND EXPENDITURES 

BEECHER 
(by SES) 



$440 -I 



430 - 



420 - 



410 - 



400 - 



390 - 



380 - 



370 - 

of 




Low SES Intermediate SES High SES 



V. 




. .1 ■ , 



288 

schools generally are brought about through the use of federal cotvensa- 
tory funds, son® district adndnistrators also used their district discre- 

tionary resources for this purpose. 

Figures 7 and 8 show the distribution of pupil-teacher ratios by 

schools grouped according to race, excluding those teachers funded 
through state or federal compensatory funds. These figures thus illus- 
trate the distribution of teachers funded solely out of district discre- 
tionary funds. Figure 7 shows that the lowest pupil-teacher ratios in 
Oakland are in the schools with the highest proportion of minority stu- 
dents. in contrast. Figure 8 indicates that in San Jose the predominantly 
white schools and those schools with a very high proportion of minority 
have almost identically high pupil-teacher ratios, while the lowest pupil- 
teacher ratios are found in schools with from 10 to 50% minority students. 
Again, it should be emphasised that these figures apply only to teachers 
paid for solely out of district discretionary funds. Pupil-teacher ratios 
decrease even more in minority, low income schools when state arid federal 
compensatory program teachers are included. 

the impact of compens atory funds 

The previous discussion of expenditure patterns focused solely on 
the distribution of district discretionary funds. This, section examines 
the distribution of both state and federal compensatory funds and their 

impact on total per pupil instructional expenditures. 

Figures 9 and 10 show the distribution of both federal and state 
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FIGURE 7 
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(by Race)- 
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FIGURE 9 



DETROIT TITLE I EXPENDITURES PER PUPIL 

(by Race) 
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FIGURE 10 
DETROIT 

SECTION 3 EXPENDITURES PER PUPIL* 
(by Race) 




* Section 3 is the state compensatory |j|^rogr^ 
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compensatory programs to schools in Detroit, grouped according to race.— 
As the figures demonstrate, state and federal compensatory resources are 
allocated in essentially the same manner: the poor, high minority schools 

receive the majority of compensatory aid. The same relationships were 
found in the other two racially mixed districts in Michigan (Flint and 
Beecher), and in the two California school districts. This analysis 
shows that in 1969-70, in the districts included in this study, most com- 
pensatory resources were being concentrated in schools with disadvantaged 
populations and were not being used as general district-wide revenue. 

The impact of these compensatory funds is to reduce disparities xn 
total per pupil expenditures among schools within the same districts. 
Whereas district discretionary fund expenditures favor schools with 
wealthier, white enrollments, compensatory funds result In substantial in- 
creases in the resources available to poor, high minority schools. In the 
case of Oakland, as shown in Table VI-2 and Figure VI-2, state and 
federal compensatory funds actually bring the most disadvantaged 
schools to a level of expenditure well above that of the predominantly 



l^kese figures show the distribution of o 

and Secondary Education Act and of Michigan Section 3 Aid. Section 3 Aid 
is a state aid program which provides compensatory education 
tricts for "culturally, economically and educationally deprive c , 

Its purpose is similar to that of Title I. Funding is based upon a school s 
(statewide) percentile score on achievement tests, or upon a combination 
of its score on achievement and socio-economic status tests. 
awarded in inverse relationship to the percentile score Schools with tne 
highest number of points under this scheme are funded first, at the^ 
of $250 per student. If sufficient funds have not ^^en appropriated, _ 
schools with fewer points may get no funds at all. In 1970-71, the state 
appropriated $17,500,000 for the program. 
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FIGURE VI-2 



OAKLAND EXPENDITURES PER PUPIL 
(by Race) 
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white schools. Thus, although federal aid to Oakland amounts to only 
about 10% of total education revenues in the district, it has considerable 
impact. In the case of Detroit, however, even with the addition of state 
and federal funds, the end result is that total per pupil instructional 
expenditures are still highest in the predominantly white schools, as 

10/ 

shown earlier in Figure 2.— 

V. IMPACT OF TEACHER EDUCATION AND EXPERIENCE ON EXPENDITURE DIFFERENTIALS 
Since teacher expenditure differentials are the major component in 
total per pupil disparities among types of schools, and since education 
and experience levels and pupil-teacher ratios have a significant impact 
on these differentials, this section briefly discusses these aspects. 

In almost every district studied, more experienced, better educated 
teachers, and hence higher paid teachers, are located in the predominantly 
white, high income schools as compared with the predominantly black or 

low income schools. i> 

Data from the Detroit school district , shown in Figure 11 ,■ illustrate 
the phenomenon found in most of the districts included in this study. 
Teachers with considerably higher experience levels are foimd in the \^ite, 
middle class , schools . \i!r ■ 

The differences in the proportion of experienced teachers is the 
major factor in average salary differentials 4i^png schools. 

13/ One possible explanation for the differing patterns of compensatory 

aid distribution found in Oakland- and Detroit; is that' the" State of 
fornia has enacted a requirement that cbmpensatpry funds be '^concentrated 
on the most disadvantaged students^ The rule provides that not less than 
$300 is to be spent per child above the amowit normally speiit on that child 
There is no similar requirement in Michigan,j;iat least as regards Title I 
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FIGURE 11 



DETROIT AVERAGE TEACHER EXPERIENCE 

(by Race) 





Minority 




education attainment levels follow the same pattern as the number of years 
of experience; these two factors seem to be closely Interrelated.—^ 

As previously noted in Section II of this chapter, there has been an 
effort to reduce pupil-teacher ratios in the disadvantaged schools through 
the use to a limited extent of district discretionary funds (see Figures 
7 and 8) and, more significantly, through state and federal compensatory 
funds. Whether this reduction in pupil-teacher ratios in disadvantaged i 
schools is sufficient to offset the higher education and experience levels 
of teachers in middle class schools is examined in the succeeding para- 
graphs. 

Differences in pupil -teacher ratios, generally favoring the pre- 
dominantly minority schools, exist in most of the districts studied. 
Figures 12 and 13 illustrate the distribution of pupil-teacher ratios 
among various categories of schools, grouped according to race and to 
Income, in Detroit. 

However, teacher expenditures are still higher in the white, middle 
class schools in, Detroit, even though pupil-teacher ratios are lower in 
the schools with, large disadvantaged populations. Efforts to reduce class 
size may have slightly reduced the disparities in expenditures between 
schools with different types of populations. Yet the introduction of 
additional teachers into the disadvantaged schools is not sufficient to 
completely offset the higher teacher expenditures in the white, middle 
class schools in Detroit and some of the other districts examined. In 
Flint and Oakland, on the other hand, the reduction in pupil-teacher ratios 
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~^This relationship has also been found in the inter-district ana.lysls. 
(See Chapter II.) «. .. 
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FIGURE 13 



DETROIT PUPIL/TEACHER RATIO 
(by Income) 
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appears to have been sufficient to counteract the higher average salary 
levels of the more educated and experienced teachers In the predominantly 
white schools. The result in these twQ districts is that per pupil ex- 
penditures are higher in those schools with high minority enrollment or 
low socio-economic status. , 

’ ' . ■ ■ ■ . ' i' ' 

VI. FACTORS AFFECTING RESOURCE ALLOCATION PATTERNS 

It has been shown in the preceding sections of this chapter that dis- 
parities in per pupil spending among schools within a district do exist. 

The distribution of district discretionary funds generally favors the 
white, middle class schools, primarily because of their higher proportion 
of teachers with advanced degrees and greater years of experience. Com- 
pensatory funds, largely by reducing pupil- teacher ratios, in some cases 
bring total expenditure levels for the poorest, highest minority schools 
up to the level of the white, middle class schools and, in the case of 
Oakland, even beyond the most advantaged schools. However, there are also 
districts such as Detroit, where even with compensatory resources, the 
poor, minority schools are spending below the highest Income, white schools. 
Even in the two all white districts In Michigan, where race obviously is 
not a factor, the schools whose student population Is from the lowest 
socio-economic level are spending less per pupil than other schools, even 
after federal compensatory funds are taken into account. 

Schools in the middle ranges, in terms of ethnic composition and in- 
come levels, of nearly evciry district studied (with the exception of San 
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j; 




Jose“;, recf:ive fewer available resources. 

f- 

Having documented these patterns of resource allocation within dis- 
tricts, this concluding section suggests some factors which may contri- 

'V 

bute to the differences in per pupil expenditures found among schools 
within a district. 

It is clear from the analyses presented in the preceding sections 
that the major source of disparities in erlucational expenditures is the 
distribution of teachers within a district. Contractual obligations 
with teachers' unions, including involuntary transfer clauses, have re- 
quired school boards to allow tenured teachers (with higher levels of ex- 



perience and often higher education levels) to transfer to what they see 

16 / 

as more favorable working conditions, i.e., white, middle class schools. 



— 'Throughout this chapter, San Jose has been pointed out as an exception 
vjith regard to the allocation of resources from district discretionary 
funds. In that district, expenditures are higher in schools in the 10 to 
50% minority category than in the schools in the predominantly white or 
predominantly minority category. (The distribution of compensatory funds, 
however, favors the high minority schools, bringing their total expendi- 
tures above the level of the other categories of schools.) Moreover, this 
middle group of schools has smaller pupil-teacher ratios and more educa- 
ted, experienced teachers. Part of the explanation is due to size of 
.schools. These schools are in an older area of the city and have the 
smallest number of students. (.The oldest area of the city is that of the 
predominantly minority schools.) The predominantly white area is the more 
rapidly growing area of the city, which probably explains the high propor- 
tion of younger, less educated teachers in these schools. 

16/ 

•See, e.g.. Agreement between the Board of Education of the School Dis- 
trict of the City of Detroit and the Detroit Federation of Teachers, 

Local 231, July 1, 1969 - July 1, 1971, Article XII, Section F, pp. 21-22. 
Involuntary transfer clauaes protect a teacher's privilege to .work in the 
school of his or her choice unless that school loses enrollment and no 
longer requires the teacher's services. While some unions permit the con- 
cept of a "balanced staff" (the use of such criteria as race, experience, 
and education) in transfer policy, the operational use of this concept is 
limited by the union's insistence on seniority privileges for teachers 
and informal agreements with their respective school boards. 
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While these conditions are to some degree a result of biased distribution 

decisions on the part of school district administrators,— 4hey are also the 

result of neighborhood characteristics and the atmosphere established by 

18 / 

Incumbent teachers. — 

Another factor affecting the allocation of teacher resources is the 
deliberate policy decision on the part of certain school district admin- 
istrators, particularly in the case of Detroit and Oakland, to mount an 
intensive recruitment effort to get more black teachers for predominantly 
black schools. This effort, partly in response to pressures from the 
black community, was undertaken to offset the imbalance in the ethnic 
cr/mposltlon of the staff, as well as for various educational reasons, 

I 

such as providing role models for black students. The pool of applicants, 
consisting primarily of recent graduates from black colleges, meant an 
Influx into these schools of inexperienced teachers without advanced de- 
grees or the extra credits often accumulated during the course of a 

! 

I teaching career, and thus with lower salary levels. 

The primary dependence of a school district upon local revenue, and 
thus the need of the district to please certain segments of the electorate 
whose political support is necessary to pass tax elections, may also be a 
factor influencing the distribution of resources in urban school districts. 
Since low Income or minority communities generally have a lower election 






is observation is based on interviews and analysis of the process of 
distribution in all of the districts in the sample. 



m. 



iee, e.g. , Havighurst, The Public Schools of Chicago . The Board of Edu- 
cation of the City of Chicago, 1964; Burkhead, Input and Output in Lar ge 
City High Schools . 1964, pp, 35-38; Griffin, "Resource Allocation in Cen- 
tral City School Systems: A Case Study," Unpublished dissertation, Wa; 7 ue 

State-University, 1968. ^ 
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turnout than middle income ^ white communities, it is likely that school 
districts will cater more heavily to the desires of the. latter (particu- 
larly since the majority of the total population is still white even in 
those districts where the majority of the student population is of a 
racial/ethnic minority). This means that until the districts become leso 
dependent upon local revenues as a source of funds for education, it is 
unlikely that they will feel they can act with greater flexibility with 



regard to resource distribution policies. 

Assuming that a desired goal is to equalize district discretionary 
fund expenditures, and to distribute compensatory money to the disadvan- 
taged schools in such a way that it supplements the district fund expendi- 
tures rather than supplanting them,— {hae are a number of approaches that 
could be followed by a school district. (In nearly all of the districts 
studied, compensatory funds now are used to supplant district discretionary 

fund expenditures.) 



iS^ederal Regulation 116.17 (h) , applying to Title I of the Elementary 
Sectionary Education Act, states as follows. 

"Each application for a grant under Title I of the Act for 
educationally deprived children residing in a project area shall 
contain an assurance that the use of the grant funds will not 
result in a decrease in the use for educationally deprived child- 
ren residing in that project area of State or local funds which 
in the absence of funds under Title I of the Act, would be made 
available for that project area and that neither the project 
area nor the educationally deprived children residing therein 
will otherwise be penalized in the application of State and 
local funds because of such a use of funds under Title I of the 
Act. No project under title I of the Act will be deemed to 
have been designed to meet the special educational needs of 
educationally deprived children unless the Federal funds made 
available for that project (1) will be used to supplement, and 
to the extent practical increase, the level of State and local 
funds that would in the absence of such Federal funds, be made 
available for the education of pupils participating in that pro- 
ject; (2) will not be used to supplant State and local funds 
available for the education of such pupils; and (3) will not be 
used to provide instructional or auxiliary services in project 
area schools that are ordinarily pro\^"ded with State and locAl 
funds to children in nonproject area schools." 



and 
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The most obvious approach would be a massive reassignment of the 

more highly paid teachers to the schools with low expenditures.— ^It is 

unlikely, however, that without changes in union contracts, most teachers 

who have the option — the more experienced, better educated, and hence 

higher paid teachers — will leave stable white neighborhood schools for 

21 / 

the difficult environment of the ghetto school. — 

The authors of this report question, however, whether the redistri- 
bution of teachers with advanced degrees and long years of experience is 
the only, or even the most appropriate, way to accomplish equalization. 
Interviews conducted in several of the districts Included In this study 
Indicate that some principals of low Income, minority schools regard the 
transfer of certain teachers, who are experienced but unable to establish 
rapport with the children of these sdiools, as not being beneficial to 
their school's program. On the basis of interviews with district admin- 
istrators, principals, teachers and parents, the general view is that 
massive reassignment of teachers in order to balance faculties in terms 
of experience and educational background would not benefit low Income, 
minority children. < 

It might be possible to improve poor, minority schools to th'o point 
where teachers would find them as desirable as the other schools in the 
system, through smaller classes, better facilities, more preparation time. 



M/ 

^^^is war ordered by the court in Hobson v. Hansen . 327 F. Supp. 824, 

21 / 

An alternative to reassigning teachers to overcome expenditure Imbalance, 
as suggested by courts for racial imbalance, would be to shift disadvan- 
taged students to the high expenditure schools. 
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or incentive pay. This study can make no reasonable estimate as to how 
great an investment this would require. It is clear, however, that the 
amounts currently provided through state and federal compensatory funds 
have been insufficient to improve the schools to a point where teachers 

seek them out -- although as this chapter has shown, in most districts the 

compensatory funds are not enough even to bring the disadvantaged schools 
up to the same level as the white, middle class schools. 

Equalization of salaries is another possible approach, but could not 
be accomplished uiiess districts devised some method to compensate its 
teachers on some basis other than longevity, VHiile consideration has 
been given to the idea of "merit" or "performance" pay, attempts to inno- 
vate in these areas are likely to meet with strong opposition from the 

teachers' organizations in all of the districts studied. 

A third alternative), one that several districts in this study already 
appear to be approaching, although, not on a scale sufficient to eliminate 
the disparities that now exist, is to drastically reduce pupil-teacher 
ratios in low income, minority schools. In view of the factors previously 
noted — teachers' contracts and the^lack of interest on the part of 
parents and administrators in the disadvantaged schools (and probably the 
pressures in opposition to such a move on the part of parents of children 
in high income, low minority schools) — this could not be easily 
accomplished by transferring tetfchers from high income schools to the dis- 
advantaged schools. Instead, the district would need to hire additional 
teachers in sufficient quantity, solely for the disadvantaged schools. 

The additional money which a poor district might receive under reform of 
the existing system of financing education might be earmarked for this 
purpose -- hiring additional teachers (or teacher aides) for schools with 
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lower district discretionary fund expenditures, rather than Increasing 
salaries of existing teachers. Of course the questions of whether small 
class size is equal to greater teacher experience and/or education, or 
indeed, whether either has an effect upon learning, remain to be answered. 

A fourth alternative, one that also calls for additional funds, would 
be to provide special in-service training and assistance for teachers in 
disadvantaged schools. 

As noted earlier in this section, one factor Inhibiting school dis- 
trict administrators in reallocating resources may be their dependence on 
certain segments of the community for voter approval for local revenues. 
Education finance alternatives which provide for assumption by the state 
of a greater share of the responsibility for financing education, such as 
some of those described in Chapter III of this report, may provide admin” 
Istrators with greater flexibility of decision-making in the allocation of 
resources. However, it appears evident that in roost districts, extra re> 
sources at present are distributed to poorer schools not so much due to 
district discretionary policy but to the availability of state and federal 
categorical funds that are restricted to expenditures in those schools. 

The fact that Oakland and San Jose, in a state which requires concentration 
of compensatory funds,— provide considerably more resources for their 
poorest schools relative to their other schools than Detroit, in a state 
without a "concentration rule," serves to reinforce this conclusion. 

In conclusion, if the expenditure patterns found in the seven districts 
are representative of tho£«e in other urban areas of the nation, it is essen- 
tial that more comprehensive intra-district studies be conducted. It may be 

-^^The $300 rule described in footnote 13 , 
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necessary to examine the patterns within schools , that is, on a classroom 
by classroom basis, to fully understand the process of resource alloca- 
tion. Further research must also be undertaken to determine the impact 
of class size and teacher characteristics on pupil performance. 
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